K K '@ ERIODICAL 
DiING ROOM 


Internationale Zeitschrift fiir Sozialwissenschaften 
Revue internationale des sciences sociales 
International Review for Social Sciences 


Editores: A. AFTALION, Paris - Louis Baupin, Paris — Luic1 Ernaup1, Roma 
Howarp S$. E tts, Berkeley - ALvin H. Hansen, Cambridge usa 
R. F. Harrop, Oxford — J. R. Hicxs, Oxford — Freperic C. Lang, Baltimore 
W.-E. Rapparp, Genéve — WILHELM ROPKE, Genéve + Epcar SALIN, Basel 
ALFRED WEBER, Heidelberg — Redactor: RupotF FRe1, Basel 


Vol. IX - 1956 - Fasc. 2 


Hirosui Kiramura: Long-Run Projection of the Japanese Economy — 
A Critical Evaluation 135 

P.T. BaveR: Marketing Monopoly in British Africa 

H. S. HourHakkER: Economics and Biology: Specialization and 
Speciation 

W.O. Henperson: The Genesis of the Industrial Revolution in France 
and Germany in the 18th Century 

Roman Rospo.tsxy: Zur neueren Kritik des Marxschen Gesetzes der 
fallenden Profitrate 

Witiiam E. Gorpon: Mercantilist Tariff Policy in a British Colony: 
Jamaica 

Rosert E. Kuenne: The Architectonics of Léon Walras 

Besprechungen — Comptes rendus — Reviews 

Bibliographie — Bibliography 





BESPRECHUNGEN - COMPTES RENDUS - REVIEWS 


CartTer A.M. The Redistribution of Income in Postwar Britain 
(D. Walker) . ; 
Deutscu K. W. Methonalionn ond Social Ceninnaleaties ( H. D. Lanai ) 
Du Pont pE Nemours P. §. On Economic Curves (W. Stark) 
The Economic Development of Malaya (D.G.E. Hall) 
GouprIAAN J. Economie in 16 bladzijden (7. Pen) . 
Hacue D.C. and Stoner A.W. The Essentials of Economics ( 0. H. Ehrlich ) 
HickMAN B.G. The Korean War and United States Economic Activity, 
1950-1952 (L. Weiner) 
Hivpretu C. and Jarrett F.G. A Statistical study of pram Pro- 
duction and Marketing (H. Wold). - 
Humpurey D.D. American Imports (H.v. Beckerath) . — 
James E. Histoire sommaire de la pensée économique ( L. Baudin = 
James E. Histoire de la pensée économique au xx® siécle ( T. W. Hutchison) 
Kaxupor N. An Expenditure Tax (H. Ito) i 
KELLER P. Dogmengeschichte des meneeoous Interventionismus 
(A. Montaner ) 
LerBensTEIN H. A Theory of einnnie’ Shapes Development 
(C. Gini) ; ira 
Lutz F. A. Das Problem ou Whee J. s. uns es 277 
Petersen W. Planned Migration — The Social Determinants of the Dutch- 
Canadian Movement (G. Sotiroff). ...... : +o. 
Villes et campagnes — Civilisation urbaine et civilisation sath: en — 
eee 279 
WESTERMANN W.L. The Slave Snanes of Greek ont Shenae porn 
Pe CE! «6 kw ck be os Swe se ee oe 


KYKLOS erscheint vierteljahrlich, Abonnementspreis sFr. 26.- pro Jahr. 
Manuskripte, Besprechungsexemplare, Abonnementsbestellungen, redaktionelle 
und geschaftliche Korrespondenz betreffend Inserate, Abdrucksrecht usw. sind 
an den Redaktor zu richten. 


KYKLOS est une revue trimestrielle, prix de l’abonnement sfr. 26.— l’an. 
Priére d’adresser les manuscrits, les exemplaires du service de presse et toute 
correspondance concernant la rédaction ainsi que l’administration (abonnements, 
annonces, droit de reproduction, etc.) au rédacteur. 


KYKLOS is a quarterly, annual subscription S. Fr. 26.—. Manuscripts, review 
copies, subscriptions, editorial and business correspondence relating to advertising, 
permission to quote etc., may be sent to the editor. 


Redactor: Dr. Rupotr Fret, Postfach 610, Basel 2 (Suisse / Switzerland) 


Copyright by Kyklos-Verlag, Basel 




















ne ee ee 
CRMC E et SP REE ERTS RIES. 


LONG-RUN PROJECTION 
OF THE JAPANESE ECONOMY - 
A CRITICAL EVALUATION* 


I, INTRODUCTION 


In the course of the last few months of 1955, the Economic Planning 
Board of the Japanese Government made an attempt to work out a 
long-range economic projection for Japan through 1960 along the 
by-now-familiar lines!. It seems that discussions on economic policy 
on a national scale are carried out more and more in the framework 
of long-range economic models, and that even the problem of short- 
run stability cannot be treated adequately outside some long-run 
trend considerations. This line of approach to economic policy is 
being adopted in more and more countries*. On the other hand, it 
can be concluded, for example, from the proceedings of sessions held 
by the Conference on Research in Income and Wealth that there are 
many problems of a conceptual and technical nature raised in con- 
nection with long-range economic projection. 


The purpose of the present paper is to discuss some of the problems 
with which the Economic Planning Board wrestled in the process of 


* The author is a member of the Japanese Government’s Advisory Council 
on Economic Affairs. This article has been written during his stay at the Center 
for International Studies, Massachusetts Institute of Technology, as joint guest 
of the Center and the Department of Economics. The article draws heavily on the 
materials prepared by the experts of the Economic Planning Board, but opinions 
and judgments are presented solely on the author’s own responsibility and do not 
reflect in any sense those of the Council nor the Economic Planning Board. The 
author is indebted to George B. Baldwin for editorial help as well as for many 
valuable suggestions. 

1. As notable examples, we may refer to GERHARD Com, The American Economy 
in 1960, National Planning Association, Washington, D.C., 1952; or Potential 
Economic Growth of the United States During the Next Decade, Joint Committee Print, 
materials prepared for the Joint Committee on the Economic Report by the 
committee staff, 8grd Congress, 2nd Session. 

2. As for the Netherlands, see the press report in the New York Times, January 
16, 1956. 

3. Long-Range Economic Projection, Studies in Income and Wealth, Vol. 16, 
Conference on Research in Income and Wealth, National Bureau of Economic 
Research, published by Princeton University Press, 1954. 
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projection and to apply the test of consistency to some of the Board’s 
outstanding conclusions. 

The specific economic dilemma faced by Japan is briefly discussed 
in Part m and found to have influenced the assumptions and character 
of the economic projection in Japan in a specific way. The problems 
of the feasibility of goals and the stability of the economy are treated in 
Part tv. Since foreign trade is the key factor in any future development 
of the Japanese economy, Part v is reserved for more detailed 
discussions of techniques of projection and policy assumptions 
relating to the international sector of economic activity. 


II. JAPAN’S ECONOMIC DILEMMA 


The fundamental economic problem faced by postwar Japan is 
reflected in a paradox: the co-existence of large-scale unemployment 
and deficits in the international accounts. Under normal conditions 
the co-existence of these two things would have been excluded by a 
properly functioning price mechanism. 

There is nothing peculiar in this situation insofar as this inter- 
national imbalance is associated with a strong inflationary tendency 
at home. One notable fact is, however, that in spite of the persistent 
inflation in the home economy, the large-scale unemployment has 
not been wiped out. The scale of latent unemployment was estimated 
by the Government’s Council on Employment Policy at 5,760,000 
for March, 1954. Some estimates reach a much higher figure, some- 
times approaching the level of 10 million. Clearly, this unemployment 
is not simply a result of deficient effective demand. 

On the other hand, it is obvious that the persistent international 
imbalance of Japan cannot be considered simply as a consequence of 
a price inflation. Despite the continually large import surplus in the 
postwar period, Japan’s international payments and receipts could 
be balanced only with the help of U.S. aid amounting to $ 2 billion. 
Since the Korean war, this balancing function was taken over by the 
special procurements and continued U.S. Army expenditures which 
now total more than § 3 billion. In spite of a severely restrictive 
monetary policy, it was not possible to balance Japan’s normal inter- 
national payments except for temporary external support. The 
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international deficits seem to be rooted more deeply than in the 
vagaries of internal inflation and deflation. 

Such being the situation, there is an apparent case for applying 
here the notion of structural disequilibrium since a readjustment 
through price mechanism is not workable. Not only that the condi- 
tions would not allow such an adjustment, but there is a persistent 
tendency toward inflation which, if not offset by conscious policy, 
would tend to aggravate the existing disequilibrium. 

In the background of this hopeless situation, there is a serious 
shortage of real capital. This capital shortage, in real terms, limits) 
the level of full-capacity output, which is not high enough to catch 
up with the flow of monetary effective demand. The outcome is 
inevitably an inflationary gap. On the other hand, unemployment ; 
in Japan can also be explained by the same lack of equipment | 
sufficient to provide employment opportunity for the growing labor 
force. If capital could be secured from abroad in the form of an import 
surplus, the difficulty would be bridged at least for a short period. 
Again the limited productive capacity at home would not provide 
enough exports to pay for the essential imports, and no country can 
be assumed to continue to live year in and year out on external aid or 
on temporary dollar receipts, as Japan has done during the 10 post- 
war years. 

The scale of such dollar receipts in the future will depend upon 
many incalculable factors, international political tension among 
them. It would be, however, highly irresponsible to base the long- 
range economic policy of a nation on such a contingency. It is the 
judgment of the majority of responsible economists in Japan that 
the extraordinary dollar receipts should not, at least as a matter of 
policy decisions, be counted on to continue for long. It follows that 
it is now imperative for Japan to discover a way by which the country 
can balance its international payments with its own normal exports. 
The difficulty lies, of course, in another requirement, namely, that 
this task should be achieved without causing unnecessary distur- 
bances in the home economy. 

Perhaps the only possible solution can be found in increased capital 
formation with a resulting rise in productivity. This means that a 
large-scale structural readjustment is called for, since adjustment 
through price mechanism is simply impossible. or. insufficient. The 
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need for structural changes inevitably dominates the task of economic 
projection for Japan. 

It is usually pointed out with specific emphasis that an economic 
projection of this kind should not be intended as prediction, fore- 
casting, or even less as blueprint for policy in a society in which indi- 
viduals, private business, and democratic governments are free to 
make their own decisions. At most it gives, in Colm’s words, “‘a goal 
which can be used as a guide in the formulation of private and public 
policies’’*. The use of the goal in this sense refers apparently to ad hoc 
application of the conclusion drawn; explicit formulation of policy 
is excluded from the inherent assumptions underlying the projection. 

In the absence of structural disequilibrium, it can be argued that 
this attitude is the only one which is compatible with the private 
enterprise system. But, I should venture to say, under the present 
circumstances, there would have been little sense in merely por- 
traying how the Japanese economy would look at a definite point of 
future time if the trend is to be extrapolated. What about the perti- 
nacious structural imbalances at that time? Should we accept it as 
inevitable that they still persist? If estimates of future behavior 
of the various basic relationships in our economic system are to be 
based strictly on our past experience, the disequilibrium observed in 
the past would also be projected into the future picture. Should we 
not rather see to it that imbalances be corrected and readjusted 
wherever possible? If so, in what way should this task be achieved? 
What parameters in the economic system are to be deliberately 
changed, and in what direction? 

Here is the point where policy judgment inevitably enters even 
the most objective economic projection. It is generally admitted that 
even in the least biased attempt at projecting the future American 
economy, some degree of judgment cannot be avoided. This is true 
to a much larger extent in the case of Japan where more elements of 
planning are involved from the beginning in the very process of 
working out economic models of the future. 

It is not without deep meaning that in Japan even the conservative 
government has taken up this line of approach to long-run economic 
projection and has now incorporated the results into a so-called 
Five-Year Economic Plan, starting from fiscal year 1956 (April 1956 


4. GERHARD Cou, ibid., p. 11. 
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to March 1957). Perhaps it should be called rather “Economic Pro- 
gramming” because planning in the strict sense is far removed from 
the present Administration’s conception of an economic system in 
which “individual and private business initiative is honored as a 
basic factor in economic development and is subject to public 
control only within the necessary limits”. But in the face of required 
structural adjustments, it is considered essential to have a “compre- 
hensive and long-run economic program’’. 

One of the novelties of the Japanese Five-Year Plan is that every 
year the Plan will be revised, with the target year being trans- 
ferred further into the future. That means that the next year 
we will have another Five-Year Plan, which starts with 1957 and 
ends with 1961. The plan has thus considerably gained in flexibility. 
But it is also obvious that the projection has been given the definite 
. meaning of a blueprint for economic policy. This is understood to be 
more than a prospect which might or might not be used as a guide to 
policy. In fact, there is a strong body of public opinion in Japan 
which insists on implementation of the Plan rather than letting it 
exist On paper as a mere prospective view°. 


Ill, PROJECTION OF THE JAPANESE ECONOMY THROUGH 1960 


It is perhaps understandable in the face of these structural disequi- 
libria that certain policy goals have been set up in the very beginning 
of the process of portraying the future potential economic growth of 
Japan. The projection is, then, geared to what Kuznets calls “‘speci- 
fying’’ assumptions® that these fundamental goals should be satisfied. 
These are principally two: 

(a) Maximum increase in employment’; it may be clear from the 
above that the goal of full employment in any meaningful sense of the 
word will not be attainable within a few years. The additional 
aggravating circumstance is that in the coming six-year period the 


5. See, for example, the editorial of Mainichi Shimbun, Tokyo, December 6, 1955. 

6. Cf. Simon Kuznets, “Concepts and Assumptions in Long-Term Projections 
of National Product’’, in Long-Range Economic Projection, ibid., p.20. 

7. The official program calls for “full employment’’—a term which apparently 
is misleading in this context. 
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population increase is estimated at 5.5 per cent, whereas the labor 
force will increase by 11.7 per cent. It is, however, essential that the 
scale of unemployment be reduced to the minimum possible level. 

(b) International balance in the face of virtual disappearance of 
the “extraordinary” dollar receipts; it is assumed that these dollar 
receipts will gradually be reduced during the first half of the period 
and become near zero or the minimum level of $ 100 million for 
consumption expenditure of the U.S. Army personnel by 1960. If the 
potential economic growth is to be achieved, this cut in effective 
demand must be compensated by increases in other items; the import 
requirements being equal, this will, moreover, call for a considerable 
increase in exports. 

The goals of international balance and high-level employment 
are also to be achieved without even a temporary inflation. For 
an inflation would be incompatible with the strengthening of the 
basic economic structure and the economic viability of the country. 
In this projection, prices are assumed to remain on the level of the 
estimated 1955 prices throughout the period. 


1. Projection of Total National Production 


On the supply side, potential production depends principally upon 
the number of people at work, the average working hours per day 
or per week, and the average output per man-hour. Table 1 shows 
how estimates and assumptions of these factors are combined into a 
projection of Gross National Product (G.N.P.). 

The rate of population increase is now falling, but the age 
composition of the population is likely to move in such a direction 
that the ratio of working-age population, that is, 14 years of age and 
over, increases from 67.5 per cent in 1954 to 71.7 per cent in 1960. 
Though the ratio of Labor Force to working-age population has 
fluctuated in recent years between 65.0 and 67.8 per cent, it is 
assumed that it will stay continually on the 1954 level of 67.8 per cent. 
A difficult question is to estimate how far unemployment can be 
reduced. Take for the time being the unreliable official figures of 
so-called “full” unemployment as a starting point and postulate a 
gradual decrease as in Table 1, the ratio of unemployment to the 
total supply of Labor Force would be 1.3 per cent for 1957 and only 








Table 1s 
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1 per cent for 1960. It is perhaps unreasonable to assume virtual full 
employment throughout the period; of course, large-scale latent 
or disguised unemployment is left completely out of the picture. But 
if we accept these figures for the convenience of calculation, then it 
means that employment will increase at a slightly higher rate than 
the population above the age of 14 years. 

It is also assumed that the average work week is throughout the 
period maintained on the level of 46.7 hours, as in 1954. This means, 
assuming holidays and vacations remain unchanged, that output per 
man-hour moves parallel to output per man-year, which is here 
taken as measure for labor productivity. But what can be said about 
the probable course of development in productivity? This is a 
difficult problem to answer; the very structural readjustment which 
is called for comes essentially to the same thing as the problem of 
how to raise productivity through changed patterns of factor combi- 
nation. Only on the basis of increased productivity will it be possible 
to achieve the potential economic growth without inflation and 
international imbalance. However, a rise in productivity is subject 
to limitation by the speed of technological advance and supply 
conditions of equipment and materials, partly imported from abroad. 
Moreover, the tempo of productivity increase will also be damped 
down at least temporarily by the necessity to absorb the surplus 
population as much as possible into the production process. Though 
the modern techniques of production cannot be assumed to be 
completely elastic as regards the proportion of factors employed, 
there may be some case in Japan for adopting more labor-intensive 
devices at the expense of labor productivity. So, taking the tempo of 
the prewar progress and experiences in other countries into consider- 
ation, it is assumed that output per man-year will increase at an 
over-all annual rate of 2.5~3 per cent. 

These estimates and assumptions give a gross national product 
of 9,673 billion yen for 1960, or an increase of 33.8 per cent above 
the 1954 G.N.P. 


2. Projection of the Structure of Effective Demand 


Estimating demand for any future period is perhaps the most hazard- 
ous part of economic projection. It inevitably implies to a certain 
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degree arbitrary assumptions, and these will involve a difficult 
problem of subjective judgments. 

The demand of government is assumed to increase proportionately} 
to the growth of G.N.P.; only a greater emphasis is laid on the public 
investment which will increase at a slightly higher rate whereas the 
government expenditure of consumption character will increase less 
rapidly than the national output (see Table 2). 

Gross private capital accumulation, which amounted to 15.2 per! 
cent of G.N.P. in 1954, is assumed relatively to increase to 18 per cent 
of the 1960 projected G.N.P. In view of a housing shortage of. 
estimated 2,840,000 units (April 1, 1955), the housing construction 
program stands high in the priority scale of the government policy. 
In order to solve the problem of shortage within 10 years, construction 
of 420,000 units in 1955, 434,000 units in 1956, 446,000 units in 1957, 
and 487,000 units in 1960 is planned. For this purpose more than a 
go per cent increase in housing expenditure from private resources 
in the period of six years is contemplated. 

But absolutely the main part of the increase in private capital 
formation consists in a substantial increase in investment in pro- 
ductive plant and equipment; its ratio to G.N.P. will increase from 
10.2 per cent in 1954 to 12.8 per cent in 1960. The changes in inven- 
tories fluctuate very widely according to the business situation, but 
we may have reasons to assume that after a few postwar years of 
extraordinary high rates of inventory accumulation the economy 
will finally settle down to a normal relationship between business 
inventories and sales. However, the estimate of this ratio of 3.4 per 
cent in 1960 may be rather too low in view of the stipulated high rate 
of income growth. 

Current foreign surplus is assumed to decrease because of the 
assumed reduction of “extraordinary” dollar receipts. In 1954, 
personal consumption was 63.3 per cent of gross national expenditure. 
To make possible a very high rate of growth of nearly five per cent a 
year, savings must be kept at an unusually high level, and the relative 
position of personal consumption will be reduced in 1957 to 61.8 per 
cent of gross national expenditure, and then in the final year of 1960, 
they will increase slightly to 62.2 per cent. Nevertheless, per capita 
consumption level will rise in 1957 to 109.2 per cent, in 1960 to 
124.5 per cent of the 1954 level. That means an annual rate of 
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increase in per capita consumption of 2.9 per cent for the first half of 
the period, and 4.5 per cent for the latter half. 


3. Changes in Economic Structure 


One of the characteristic features of this projection of the Japanese 
economy consists in the following: the projection is not confined, as 
is usually the case, to estimates of the over-all scale of economic 
activity, but the Economic Planning Board has attempted to esti- 
mate in detail possible production and import quantities by major 
commodities. The experts made preliminary calculations, starting 
from certain specifying assumptions of policy goal; the results were 
then checked against the availability of required financing, of raw 
materials to be imported from abroad, and against past and present 
experiences, and the figures were again readjusted. The final pro- 
jection in detailed physical quantities is the outcome of this process 
of repeated readjustment. 

One of the leading policy considerations is that it is advisable to 
make the Japanese economy as independent from foreign supply as 
possible with the proviso that this policy does not come into conflict 
with economic cost calculus. For instance, it is contended that in the 
future natural textiles should be predominantly reserved for exports, 
and home consumption should be satisfied by chemical and synthetic 
fibers as much as feasible so that in 1960 the ratio of natural to 
chemical fibers in home consumption should be 49 : 51, as compared 
with the ratio of 64:36 in 1954. 

This kind of consideration affects deeply the projected structure 
of production and imports. In spite of the expected increase in 
population and income, for example, imports of textile raw materials 
will, relatively, rather decrease; imports of food will increase only 
in a slight degree. Only on this assumpiion it was possible to keep the 
ratio of imports to an exceptionally low level in this projection. To 
this point I shall return later. 

Broadly speaking, the over-all annual rate of growth of nearly 
five per cent will be realized only when the secondary industries 
expand at a high rate of 7-8 per cent, whereas the primary and 
tertiary industries lag considerably behind, with rates of growth 
of 3~3.5 per cent and 3.5-4 per cent respectively. In 1960, the output 
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in manufacturing industries will stand at 154, with 1954 output as 
100, whereas agriculture and fisheries will reach only the level of 
120, mining 125, services and commerce 128. The structure of 
industrial production itself shows a considerable shift in favor of 
heavy and chemical industries. On the basis of 1954 output, the 
output of chemical industry is assumed to reach the level of 178, 
engineering industry 163, metals 155, but food processing and 
textile industries, with 136 and 127 respectively, will only increase 
proportionately with the increase of exports and home consumption. 
Of course, it is implied that these divergent paths of sectoral develop- 
ment are consistent with the over-all rate of growth and, therefore, 
result in a balanced structure of production. 

As a result of these detailed estimates of production possibilities 
in each major item, we have some kind of production target for 
major commodities. It is, for example, quite remarkable that 
production of cotton yarns should decrease from 972 million pounds 
in 1954 to 941 million pounds in 1960, whereas staple fibre and rayon 
yarns should increase from 649 million pounds to 992 million pounds, 
thus exceeding cotton yarns. It should, however, be borne in mind 
that under free-enterprise economy this kind of figure does not 
represent any target of planning. The main levers by which the 
Government may try to lift the whole economy are admittedly 
centered in fiscal policy and rather indirect control of private 
finance. But the specifying assumptions adopted are apparently 
aiming at quite a new pattern of economic activity and the stipulated 
tempo of growth is something that is not to be found easily in past 
experience except in unusually favorable periods. There are some 
doubts about the feasibility of the program on the basis of the existing 
social system, or about the consistency between the relevant variables 
in the economic system—the level of consumption, saving and 
capital requirements, the level of imports, etc. 


IV. FEASIBILITY, CONSISTENCY, AND STABILITY 


1. Over-all Rate of Growth and Uncertainty 


First, we shall ask the question: Is an over-all rate of growth for 
G.N.P. of nearly 5 per cent a year sustainable for a longer period? 
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It is true that in the past the Japanese economy showed a remarkably 
high rate of growth of national income, perhaps among the highest 
of all economies except for those of strictly planned type. As a repre- 
sentative long-run figure we may use the rate of 4.5 per cent per 
annum worked out by Masakichi Ito®. This is a rapid enough tempo 
of growth, though much slower than in Colin Clark’s estimate® 
which suggests an average rate of the period 1887—1937 of more than 
5 per cent per annum, and since 1914 nearly 7 per cent. 

The data are admittedly deficient, and the further we go back 
into the past, the less reliable are the figures. But so much can be 
concluded that a rate of growth of as high as 5 per cent was recorded 
only for the period of the 1920’s when the world economy enjoyed a 
rapid recovery and prosperity. With the transition period of postwar 
recovery behind us, in which the annual tempo of “‘growth” was also 
exceptionally rapid because of the large recovery element, it is 
doubtful whether a comparably favorable development in the world 
economy at large can be assumed to persist for the whole period. It is 
not only the internal factors on which the future course depends, but 
also external developments beyond the national control loom large 
in determining it. To say the least, this program of economic ex- 
pansion is a very ambitious one, the realization of which would 
require a rare combination of the utmost efforts of the nation and the 
most favorable constellation in the external environment. 

For one thing, such a growth will inevitably presuppose the 
availability of equipment and raw materials which must be partly 
imported from abroad. In the absence of unilateral capital transfer, 
increased imports must be paid by increased exports. Whether 
specific scarcities or bottlenecks are likely to develop depends at least 
partly upon the chances of export expansion. For a country of 
Japan’s resource structure, then, the question of feasibility of eco- 
nomic expansion turns out to be a question of export markets. In this 


8. Masaxicut Io, “‘Capital Accumulation in Japan”, in Tsuru and Ohkawa 
(ed.), An Analysis of the Japanese Economy (in Japanese), Tokyo 1953, p. 134. 

g. The data are given in Cotin CLARK, The Conditions of Economic Progress, 
and edn., London 1951, p. 136/137. The rates of growth are based on the calcu- 
lation by Mataji Umamura. Cf. Yuzo Yamapa, “The Income Growth and the 
Rate of Saving in Japan”, The Annals of the Hitotsubashi Academy, Vol. 1v, No. 2, 
April 1954, p. 80. 
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sense, it is obvious that the world economy introduces an element of 
uncertainty into Japan’s long-range economic planning. 

One specific item of scarcities is the supply of energy which is 
expected to be desperately short of the requirement. If we are forced 
to develop internal energy resources more intensively because of 
foreign exchange limitations, the inevitable result would be a further 
rise in energy cost which might further distort the economic structure 
in the long run. 

The central relationship in this kind of economic projection is that 
of capital formation to the growth of output (the incremental capital- 
output ratio), and this relationship is, as Hansen points out, fairly 
rigorously determined by technological and structural factors and 
cannot be arbitrarily changed by the planners!®. What is the magni- 
tude of investment required to sustain the postulated rate of growth 
of G.N.P.? Unfortunately, Japanese statistics on savings and capital 
formation are still woefully inadequate, and in the absence of com- 
plete estimates of real capital formation on the commodity-flow 
basis, we are left with Masakichi Ito’s estimates from the national 
wealth statistics. These suggest that the average capital-output ratio 
for the period 1913-1935 has been around 4.3 in Japan. For the same 
period, net capital accumulation amounted to 38.5 billion yen, 
whereas the increase in national income was g billion yen: this gives 
the incremental, or marginal, capital-income ratio of 4.2—a figure 
much higher than that of the U.S.A., calculated, for example, by 
William Fellner'. In the present projection, as we can easily check, a 
marginal capital-output ratio from year to year is assumed to be in 
the neighborhood of 4 : 1; so it can be said that the variables of capital 
requirements for achieving the expansion bear a fairly plausible 
relation to their past behavior. This ratio may come more easily 
within the limits of feasibility, taking account of the possibility that 
the production function may be, to a certain degree, adjusted to a 


10. Atvin H. Hansen, “On the American Economy in 1960, Long-Run and 
Short-Run Adjustments”, The Review of Economics and Statistics, Vol. xxxv (1953); 
No. 4, p. 263. 

11. WILLIAM FELLNER, ““The Capital-Output Ratio in Dynamic Economies”, 
in Money, Trade, and Economic Growth, New York 1951, p.131. Cf., also, WILLIAM 
FELLNER, “Long-Term Tendencies in Private Capital Formation’’, in Long-Range 
Economic Projection, p. 306. 
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lower capital-output ratio. The national income data now available 
seem to suggest that in recent years the ratio has tended to be some- 
what lower™?. 


2. Test of Stability 


These capital requirements will be covered by private capital for- 
mation as well as by public investment. At any level of output, the 
planned private capital formation plus the Government expenditures 
on goods and services must absorb the tax payments and the private 
voluntary savings. In the context of long-run projection, of course, 
the specifically cyclical behavior of planned savings and investments, 
between which there may be fluctuating discrepancies, is left out of 
consideration. But even if it may be assumed in the trend line that 
divergences between planned and realized magnitudes tend to 
cancel out, inconsistency between planned capital formation and 
expected voluntary savings will inevitably introduce an element of 
instability over longer periods into the projected economic models. 
Thus, we may ask the further question: Are these capital require- 
ments, estimated from the assumed output trends and capital- 
output ratios, consistent with the flow of real savings that might be 
expected from the over-all picture of national expenditure (via the 
propensity to save) ? 

Taking past experience as a yardstick, certain short-run fluctu- 
ations should be taken into account in order to arrive at average 
conditions which might be expected to persist over longer periods of 
projection. In Table 3, the figures of 1930 are included because that 
year was typical of depression. In Japan the years 1934-1936 are 
usually taken as the last normal period before the war: for in 1937 the 
country entered a new stage of militarist aggression in China. But in 
taking the conditions of 1934-1936 as “‘normal”’, it is well to bear in 
mind that they were rather years of rapid economic expansion. This 
may give a welcome basis of comparison for a program that postu- 
lates an equal or more rapid growth in the future. 

The starting point of our projection is 1954. In this year, as a 


12. Cf. Economic Counsel (now: Planning) Board: ‘The Japanese Economy 
and National Income”’, 1954. As for the capital-output ratio calculated from these 
data, see TakarusA NAKAMuRA, “Some Considerations to the Capital-Output 
Ratio in Japan”, Social Sciences Annuals (Japanese), Tokyo University, 1954. 
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glance at Table 3 shows, Japan, after a period of postwar transition, 
approached fairly close to the situation of the prewar “‘normal’’, as 
far as the structure of national economic accounts is concerned. 
There were, of course, some remarkable differences: in 1954, Japan’s 
current foreign accounts displayed a surplus owing to “‘extra- 
ordinary”’ dollar receipts of $ 600 million; a larger proportion of 
Government expenditures was devoted to investment, and the ratio of 
personal consumption did not recover the prewar “normal” position. 

Now the present projection proposes to increase the ratio of gross 
private capital formation from 15.2 per cent of 1954 to 18 per cent 
of 1960, while the ratio of consumption should be decreased from 
63.3 per cent to 61.8 per cent in 1957 and 62.2 per cent in 1960. Is 
this highly investment-oriented economy consistent with the expected 
behavior of the critical variables based on past experience, under the 
proviso that there will be no fundamental change in the economic 
system? As can be seen from Table 3, this projection corresponds to 
an increase in the ratio of net capital formation from 11.6 per cent of 
the prewar “‘normal”’ years to 17.4 per cent in the target year, that is 
a jump of 50 per cent. Expressed in its relation to national income, the 
net saving ratio was in 1934-1936, 13.6 per cent, in the base year of 
the projection 1954, 17.6 per cent, and this is supposed to rise to 
20 per cent in 1960. Except for the postwar transition period, when 
the high rate of capital formation was supported by U.S. aid and 
“extraordinary” dollar receipts, a net saving ratio of this magnitude 
is seldom found in the past for a long period. 

On the other hand, what would be the probable behavior of 
personal consumption expenditures in the stipulated process of 
economic growth? It was only in 1953 that per capita consumption 
in Japan recovered the pre-war level (1934-1936 average) and there is 
stilla large backlog of demand for consumers’ durable goods. The stan- 
dard of living (including not only current consumption but also stocks 
of consumers’ goods, consumers’ durables, and housing) has hardly 
regained the prewar position. Therefore there is a persistent pressure 
to raise consumption. This was, in fact, brought to the fore as a 
remarkable aftermath of the Korean War. From 1951 to 1952 the 
consumption level rose by 16 per cent, and, contrary to expect- 
ation, continued to rise in 1953 again by 19 per cent. It should be 
noted, however, that this 1953 increase of nearly 700 billion yen 
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brought the ratio of personal consumption to G.N.P. only to 62.4 per 
cent, still below the prewar position of 65.4 per cent. But this increase 
in consumption expenditures, together with that in investment, was 
sufficient to upset the precarious international balance of the 
economy. It appears that the upward pressure of effective demand 
was out of balance with the capacity total supply, and the stability of 
the Japanese economy was seriously threatened. 

We shall follow the story into the next year. The Government was 
forced in the fall of 1953 to adopt a strong deflationary policy to 
combat the inflationary pressure. What was the outcome of that 
policy? So far as the year 1954 is concerned, gross capital formation 
was reduced by 17 per cent, but this was the only visible effect of the 
policy, and despite the fact that a cut in consumption would have 
been preferable to a similar cut in investment for economic growth, 
personal consumption expenditure increased further by 6 per cent, 
bringing the ratio to 63.3 per cent of G.N.P. This is where the 
present projection starts. In view of this recent experience, it is 
hardly to be expected that this persistent upward pressure in con- 
sumer demand would suddenly cease to exist, provided the present 
tax system and freedom in income disposal are preserved. In other 
words, the projection can be said to involve a certain inconsistency 
with the probable behavior of the variables in the national economic 
budget. 

This will inevitably find expression in a shortage of funds required 
for financing such a bold investment program. Further, this will put 
an increased burden on public finance, since the Government will 
have to carry a larger part of investment responsibility than is 
assumed in this program. To be realistic, the values attributed to the 
Government sector would have to be revised, with the result that the 
social distribution of economic power is shifted farther away from the 
present pattern. This may again involve a very intricate problem of 
investment incentive on the part of the private sector. 

We have found, in short, in the projected Japanese economy of 
1960 a persistent bias toward inflation. That means: effective 
demand tends to outstrip the growth of capacity output, and this 
danger of inflation will be all the more threatening as certain kinds 
of specific scarcities and instability may develop from the side of the 
international sector. To this problem we turn now. 
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V. PROBLEMS OF FOREIGN TRADE PROJECTION 


1. Importance of the International Sector 


In the typical tabulation of national economic accounts or gross 
national product of any country, the international sector is summa- 
rized by the heading “net foreign investment”, or “current foreign 
surplus” and this is so also in our projection. Of course, its magnitude 
is very small in relation to the gross national product. But everybody 
will agree that this is not a correct reflection of the true importance 
of the foreign transactions. 

One weakness of the analysis based on “‘net”’ concepts consists in 
the fact that it cannot cope squarely with the problem of economic 
structure. It can be argued generally that a national income tabu- 
lation on “‘net”’ basis is not particularly useful for the analysis of 
total economic process, because it is not capable of making the 
relationship between flow and stock explicit. And it is precisely this 
relation that plays a central role in any structural analysis. 

With respect to the international transactions, it is quite logical to 
deduct imports in the process of calculation of national product. But 
insofar as G.N.P. serves as a measure of the scale of economic activity, 
the less sophisticated reader would wonder why imports must be 
deducted in order to arrive at this. I think there is an element of 
sound instinct in this mistrust of logic. After all, for quite a number of 
countries, imports are a very important source of supply of goods in 
general, and if we omit this source from the beginning, we may fail 
to get a well-rounded picture of economic activity. In this process of 
“grossing up”’, we arrive at what Polak simply calls “gross output’’!’: 


Gross Output = G.N.P. + imports 
= home consumption+ gross home investment + 
government purchases of goods and services + 
exports. 


Or, we may interpret the left-hand side of this equation as repre- 
senting total supply of goods and services which should equal the 
13. J.J. PoLakx, “‘Conceptual Problems Involved in Projections of the Inter- 


national Sector of Gross National Preduct’’, in Long-Range Economic Projection, 
p. 380. 
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total demand, or effective demand, composed of the items of the 
right-hand side. 

This interpretation has at least one advantage in that it goes one 
step beyond the usual macro-economic analysis. Contrary to the 
conclusion drawn from the latter, imports appear here not as a 
negative factor, but as a positive contribution to supply and, hence, 
income creation. The Keynesian type of multiplier theory may be 
highly relevant to an economy like that of the U.S.A., but I would 
venture to point out that there are many countries where this positive 
interpretation of imports and, with it, the structural analysis centered 
around the concept of total supply and demand have some signifi- 
cance for economic science. In Japan, economic growth is only 
possible on the basis of adequate imports, and growth itself may be 
portrayed rather as a rise in the level at which both exports and 
imports simultaneously grow. 

In any case, foreign trade is far more important for the Japanese 
economy than the magnitude of the “‘net foreign investment” 
would suggest. It is one of the characteristic features of the present 
projection that a much more detailed forecast of foreign trade has 
been attempted than is usually the case. 


2. Assumptions in the World Trade Situation 


In order to project any future development of foreign trade, it is 
essential to make some explicit assumptions as to the world situation. 
These are not of the same character as what we called “specifying 
assumptions” before. They are the following: 

(a) There will be no fundamental change in the international politi- 
cal scene. 

(b) World production and trade will grow at a moderate rate. 

(c) Trade controls will be relaxed gradually, but full recovery of 
currency convertibility is not yet to be expected. Export compe- 
tition will in general be intensified. 

(d) With reparation problems settled by 1957 and increased aid of 
advanced countries toward Southeastern Asia, Japan’s trade 
with the area is expected to increase. 

(ce) Economic relations with Communist China and the Soviet bloc 
will be intensified. 
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(f) In the framework of G.A.T.T. tariff talks will continue, but the 
strong tendency toward protectionism will persist. 

(g) From 1958 on there will be no considerable amount of extraordi- 
nary disbursements from the U.S. Army to count on. 

(h) The rate of foreign exchange will not be changed. 


3. Import Requirements 


In projecting future imports, it is assumed that the ratio of imports to 
G.N.P. will be kept at the low level of the fiscal year 1954, that is, 
11 per cent. Of course, marginal propensity to import fluctuates 
widely, in the past experience of Japan between + 50 per cent and 
—68 per cent; so income-elasticity correlation proved entirely in- 
applicable for long-range forecasts. As Polak said, ““We have out- 
grown the marginal propensity to import as a general-purpose 
statistical coefficient’’!*. Price-elasticity correlation is far less satis- 
factory. But even the average propensity to import has fluctuated 
greatly. From the peak of 21 per cent in 1936, it showed a downward 
tendency owing to wartime control and autarchy policy. Disre- 
garding the immediate postwar period, the ratio recovered to 
8.6 per cent in 1949/50 and 13 per cent in the average of 1951-1954, 
but is still far below the pre-war average of 18 per cent (1930-1937) *5. 
It is obvious that there have been far-reaching structural changes 
involved in this change in the order of magnitude. The industrial 
structure of Japan changed in the direction that less imports of 
textile raw materials, especially cotton, and finished manufactured 
goods are now required than before the war. But is the assumed ratio 
of i1 per cent not too low for a longer period of time, particularly in 
view of the fact that this figure was pertinent only to the fiscal year, 
1954, when the inventories showed a remarkable decline? Eleven 
per cent is much lower than the average of the post-Korean ratios. 
There are conflicting tendencies in the behavior of the average 
propensity to import in the process of economic growth. On the 
basis of the theory of international division of labor, we might expect 
a rise in the ratio as a consequence of diversification of output. Only 
14. J.J. Potak, ibid., p. 394. 
15. Since this study was made mainly during the latter part of 1955, it could 
not take account of foreign trade developments in that year. 
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insofar as the growth is concentrated on the tertiary industries 
oriented primarily to home market, the import ratio would tend to 
decline, as the trend in the U.S.A. seems clearly to indicate. As a 
matter of fact, the relative importance of foreign trade after the war 
has considerably increased in most countries, with the exception of 
Australia, New Zealand, Finland, Argentina, Ceylon and a few 
others. Japan is among these exceptions. There has been a clear 
tendency of trade in the postwar period to show a relative increase 
mostly in the framework of some regional economic blocs, such as 
O.E.E.C. countries, Sterling Bloc or North American area’®. 

In view of the fact that world trade has, since the war, taken an 
unmistakable bias toward regionalism?’, it is understood that the 
economic planners in Japan feel somewhat reluctant to make the 
country more dependent on imports from abroad. Whether we 
deplore this tendency or not, it is not easy for a country without 
organized markets of its own to be exposed to violent fluctuations of 
world trade. But there are considerable doubts as to how far such 
an attempt toward import substitution is economically justified. 

Take, for example, the case of food imports. Now Japan is de- 
pendent upon foreign food sources to the extent of 20 per cent of home 
consumption. If the additional requirements due to the increase in 
population should be covered wholly by external supply, the food 
imports by 1960 would be greater by 2 million tons, or $ 240 million 
than now. But, on the other hand, if Japan is to be entirely independ- 
ent of foreign food, investment in agriculture is estimated to absorb 
yearly around 500 billion yen, an amount which is bare of any 
economic sense. Such a program of autarchy would be not only 
beyond the limit of technical feasibility, but would have a cata- 
strophic effect on Japan’s exports to rice-producing countries in 
Asia. The policy goal must apparently lie somewhere in between 
these two extremes. And it is very important in the face of the steeply 

16. The cases of Australia and New Zealand may be explained by factors 
special to this area. 

17. This movement toward regionalism has been emphasized by H. vAN 
B. CLEVELAND, co-author of The Political Economy of American Foreign Policy (Report 
of a Study Group sponsored by the Woodrow Wilson Foundation and the National 
Planning Association, New York 1955), in his testimony before the Subcommittee 
on Foreign Economic Policy of the Joint Committee on the Economic Report 
on November 16, 1955. 
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rising marginal cost curve in many lines of essential materials that 
due consideration should be given to economic calculation. 

Provided that an active policy is carried out with the aim of ad- 
justment of economic structure, imports of staple food would remain 
almost at the same level, that of textile raw materials would decline 
relatively to a considerable extent, whereas crude oil, iron ore, and 
scrap would be imported in much larger quantity. All this presupposes, 
of course, a high degree of conscious policy measures, either by means 
of encouragement or control, and they might come into conflict at 
many vulnerable points with the most economical use of resources. 
A growth of G.N.P. at the annual rate of 5 per cent might make 
increased imports of some specific materials necessary. After careful 
examination of the over-all picture, I am inclined to suppose that the 
required ratio of imports would tend to be rather higher than the 
calculated ratio of 11 per cent. Once this happens, the availability of 
foreign exchange earnings from exports would set a limit for economic 
growth in the form of specific scarcities. 


4. Possibility of Export Expansion 


The scale of the projected import requirements by 1960 represents an 
increase in real terms of 31 per cent, compared with the base year, 
1954. Now, what is the possibility of paying for these imports by 
means of normal exports? 

After World War un, world trade had recovered its prewar level by 
1947 or 1948; at that time Japan’s export trade amounted only to 
7-5 per cent of the prewar volume. In the process of recovery from 
this near collapse, the Japanese exports quite naturally expanded at 
a very rapid rate. The average annual rate of growth of 35.5 per cent 
in the period 1948-1954 (14.4 per cent for the period 1951-1954) far 
exceeded that of world trade as a whole (5.4 per cent for 1948-1954 
and 3.7 per cent for 1951-1954), and was only second to the deve- 
lopment of exports from Western Germany. Of course, this high rate 
of export expansion cannot be expected to be maintained for long 
after completion of the recovery period. 

But, in one sense, the recovery period cannot be said to be over for 
the Japanese exports. While, by now, world exports have reached a 
level of 150 on the prewar basis, exports from Japan are still less than 
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50. That is also expressed in the still low relative share of Japanese 
exports in the world total of 2.1 per cent, whereas the prewar share 
was around 5 per cent. The ratio of exports to G.N.P. is still far less 
than 10 per cent compared with 20 per cent of 1936. Though on the 
latter point, the same argument can be applied as that used to 
justify the low import ratio, there is no doubt that exports are lagging 
far behind imports in the Japanese case. Based on these considerations 
and in reference to the relatively high rate of growth that the 
Japanese export trade displayed before the war the experts of the 
Economic Planning Board conclude that, given the development of 
world trade as a whole at the annual rate of 2-3 per cent, Japan 
would be able to count on a growth of exports at a rate of, say, 
6.4 per cent. This is actually the rate of growth on which the present 
projection of exports is based. This will mean a 60 per cent increase 
in exports in the period 1954-1960. 

Forecasting exports is admittedly highly speculative business. A 
country like Japan whose exports in many lines of commodities 
represent, so to say, marginal exports is to a greater degree exposed 
to fluctuations in the world market situation than, say, the U.S.A. 
Therefore, projections of export trade are deprived of any reasonable 
theoretical foundation. The alternative method of surveying expert 
opinions was actually adopted by the Japanese planners. But experts 
in individual trade branches generally tend, if asked for their opinion 
in a phase of prosperity, to overestimate the possible long-run 
perspectives. And the year 1955, when the survey was carried out, 
was in fact a year of rapid trade expansion. Though the experts 
consulted generally seemed to endorse the projection, there is still the 
possibility that sufficient consideration was not given to possible 
vicissitudes of the world market to which marginal exports are 
exposed. 

Accept for the time being the projected scale of exports and 
imports. Then the exports of 1960 will be in real terms 77.3 per cent 
of 1934-1936 volume, whereas the imports will be 94.8 per cent of the 
1934-1936 volume on the same basis. The quantities of exports and 
imports differ substantially, though they keep nearly balanced in 
values. This means that net barter terms of trade will have turned 
to a large extent in Japan’s favor. Is this assumed trend of terms of 
trade consistent with the required export expansion? 
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After the war, the long-run downward trend in Japan’s terms of 
trade has definitely been reversed. Very little can be said about the 
probable future course of development. There are, however, rather 
strong reasons to doubt that the stipulated expansion of exports from 
Japan can be achieved without any sacrifice in terms of trade. In the 
past, Japan’s export drive has always been associated with deterior- 
ating terms of trade. 


5. Problems of Dollar Gap 


The problem of Japan’s foreign trade is admittedly a difficult one. 
But a few words may be reserved for the final point of discussion, 
which refers to a problem to which the Japanese planners must 
devote constant attention: the dollar gap. For Japan, this is not only 
a real problem, but also an urgent one, since the economic well-being 
of a country cannot be based on the apparently transitory dollar 
receipts from the U.S. Army’s extraordinary disbursements. 

Even if technical convertibility between the dollar and West 
European currencies were restored on a limited scale, the world 
would not be relieved from the necessity of regional considerations. 
A balanced growth of world trade certainly requires a high degree of 
regional adjustment. It is at least questionable whether a country of 
large-scale trading can escape from the responsibility of contributing 
its own share to this goal. 

This is the reason why radical adjustment of the trade structure of 
Japan is absolutely called for in order to achieve a merely quanti- 
tative expansion of trade. The program of the Economic Planning 
Board is to promote exports into the dollar areas on the one hand and 
to shift imports as much as possible from the dollar to other sources, 
on the other. This implies that imports would be accelerated from the 
sterling as well as open-accounts areas at the expense of imports from 
the dollar areas and that trade with the mainland of China would also 
receive increased attention. Japan’s trade with China presently 
amounts to only less than 2 per cent of the Japanese trade, as com- 
pared with much more than 15 per cent in the prewar years. This 
course of action might be necessitated by purely economic motives, 
unless Japan’s dollar-earning exports can be increased to the most 
improbable scale. 
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Is, then, the strict balance in each currency trade area within the 
limits of feasibility? In a preliminary calculation of the Economic 
Planning Board, full success was assumed for this policy of trade 
adjustments, with the projected result that the relative weight of the 
dollar trade in Japan’s foreign transactions by 1960 would decline 
by 11 per cent, whereas those of the sterling and open-accounts trade 
would increase respectively by 9 per cent and 2 per cent. Subse- 
quently, however, it was found that this line of policy would come 
up against almost insurmountable difficulties. 

If strict balance is to be achieved in open-accounts trade, for 
instance, the possible exports of heavy industrial products to, say, 
Argentina, Indonesia, etc., would be short of the potentiality by 
nearly $ 80 million. As for the dollar imports, the feasibility of shift 
toward non-dollar sources is rather limited by technological and 
economic factors. On the other hand, there is no prospect of Ja- 
panese exports being increased enough in the dollar areas to pay for 
the necessary basic imports. According to an estimate, Japan’s 
imports from the dollar areas could not be cut by 1960 below the level 
of $ 1,060 million a year, even with the utmost change in the regional 
structure of its imports. The imports from the U.S.A. alone would 
then amount to $ 750 million. But the maximum possible exports to 
the U.S.A. cannot be estimated at more than $ 650 million, leaving a 
gep of $100 million. 

This is the magnitude of what I called the real and inescapable 
problem of the dollar gap in the present projection of foreign trade. 
Even assuming that technical currency convertibility were by 1960 
re-established on a limited scale, the future horizon of Japanese trade 
would be troubled by this prospect. Again, here we are confronted 
with the same kind of structural problem which dominates the long- 
range projection of the Japanese economy. 
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SUMMARY 


It is an increasing necessity in many countries that even short-term economic policy 
should be discussed in the framework of some long-range economic models. Long- 
run economic projections are acquiring an increased importance, but there are 
still many problems of conceptual and technical nature raised in this connection. 
The projection of the Japanese economy through 1960, as worked out and adopted 
officially by the Japanese Government as the basis of its Five-Year Economic Plan, 
starts with some “‘specifying”’ policy assumptions and is, therefore, strongly colored 
by elements of planning. This is well understandable in view of certain structural 
difficulties confronting the Japanese economy since the war—large-scale unem- 
ployment pressure and persistent imbalance in international accounts. 

Now, the official projection calls for (1) an annual rate of growth of almost ~ 
5 per cent in G.N.P., (2) much higher real per capita consumption levels, (3) virtually 
“full employment” of a growing labor force, (4) a true balance in the foreign trade 
and international payments accounts without direct or indirect foreign subsidy, 
and (5) stability of the internal price level. To say the least, the program is highly / 
ambitious, and there are some doubts about its feasibility. The test of consistency 
applied here consists essentially in the question whether the capital requirements, 
estimated from the assumed output trends and capital-output ratio, are likely to 
be matched by the flow of real saving that might be expected from the over-all 
national expenditures via the propensity to save. The projection requires the net 
saving ratio to increase from 13.6 per cent of the pre-war average to 20 per cent 
in 1960. In view of the strong upward pressure in consumer demand, the program 
might break down from a shortage of saving, and hence of financial funds. The 
projection is found to have a persistent bias toward inflation which will be all the 
more threatening as specific scarcity and instability may develop in the country’s 
imports and exports. = 

One of the fundamental weaknesses of the projection is its assumption that the 
ratio of imports to G.N.P. remains as low as 11 per cent through 1960. But the policy 
of import substitution may come up to a narrow limit set by economic calculation. 
If more imports are required in the process of economic growth, the conditions 
of export markets would appear the limiting factor and it seems highly improbable 
that exports can be expanded sufficiently at the projected favorable terms of trade. 
Much adjustment is required also in the structure of export markets and import 
sources to overcome the “‘structural’”’ problem of dollar gap. These conclusions 
suggest that much refinements in terms of structural relationships and specific scar- 
cities should be applied to the theory of economic growth if long-run economic 
projections should be freed of internal inconsistencies. 


ZUSAMMENFASSUNG 


Eine kritische Betrachtung zur lang fristigen Projektion der japanischen Wirtschaft. In man- 
chen Landern setzt sich in wachsendem Masse die Erkenntnis durch, dass auch 
die kurzfristige Wirtschaftspolitik mehr und mehr im Rahmen gewisser lang- 
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fristiger Wirtschaftsmodelle behandelt werden muss. Die langfristige Wirtschafts- 
projektion hat denn auch an Bedeutung gewonnen; sie wirft aber gleichzeitig 
weitere Probleme begrifflicher und technischer Natur auf. Die Projektion der 
japanischen Wirtschaft bis 1960, die von der japanischen Regierung ausgearbeitet 
wurde und die fiir ihren wirtschaftlichen Fiinfjahresplan offiziell als Grundlage 
dient, geht von «spezifischen» wirtschaftspolitischen Annahmen aus und ist von 
Anfang an durch Elemente der Planung stark gefarbt. Dies ist leicht verstandlich, 
da Japan seit dem Krieg unter gewissen strukturellen Schwierigkeiten leidet — 
grosser Druck der Arbeitslosigkeit und fortwahrendes Ungleichgewicht in der 
Zahlungsbilanz. 

Die offizielle Projektion sieht vor: 1. Eine jahrliche Wachstumsrate von beinahe 
5°% des Brutto-Sozialprodukts; 2. Viel héhere Niveaus des realen per capita 
Verbrauchs; 3. Virtuelle «Vollbeschaftigung» bei wachsender Zahl von Arbeits- 
kraften; 4. Eine ausgegilichene Aussenhandels- und Zahlungsbilanz ohne Hilfe 
direkter oder indirekter Subsidien des Auslandes; 5. Stabilitat des einheimischen 
Preisniveaus. Das Ziel des Programms ist sehr hoch, und es ergeben sich einige 
Zweifel in bezug auf die Realisierbarkeit. Vor allem ist zu fragen, ob und inwieweit 
die erforderliche Kapitalmenge, die aus den angenommenen Wachstumstrends 
der Produktion und dem Kapital-Koeffizienten geschatzt wird, mit dem erwar- 
teten Strom der realen Ersparnisse iibereinstimmt. Es ist in der Projektion vor- 
gesehen, dass die Sparquote von 13,6% des Volkseinkommens im Vorkriegsdurch- 
schnitt auf 20% im Jahre 1960 gesteigert werden soll. Angesichts des starken 
Drucks nach erhéhtem Verbrauch besteht jedoch die Gefahr, dass sich die Erspar- 
nisse, und daher auch die finanziellen Mittel, als unzureichend erweisen werden. 
Es scheint, dass der Projektion eine fortwahrende Inflationstendenz innewohnt, 
zumal sich spezifische Knappheiten und eine Unstabilitat in der Ein- und Ausfuhr 
des Landes entwickeln diirften. 

Eine der grundlegenden Schwachen der Projektion besteht in ihrer Annahme, 
dass die Einfuhr fortwahrend auf dem niedrigen Niveau von 11% des Brutto- 
Sozialprodukts verbleibt. Aber der Politik der Importsubstitution ist eine enge 
Grenze durch die Wirtschaftlichkeitsrechnung gesetzt. Wenn der Prozess des 
wirtschaftlichen Wachstums eine gréssere Einfuhr erfordert, so werden die Bedin- 
gungen des Ausfuhrmarktes als der begrenzende Faktor des Wachstums selbst 
erscheinen, und es ist zweifelhaft, ob die Ausfuhrexpansion zu den postulierten 
giinstigen terms of trade verwirklicht werden kann. Zur Uberwindung des 
«strukturellen» Problems der Dollarknappheit miisste auch die Struktur der Aus- 
fuhrmarkte und der Einfuhrquellen weitgehende Veranderungen erfahren. Aus 
diesen Schlussfolgerungen ergibt sich, dass die Theorie des wirtschaftlichen Wachs- 
tums in bezug auf strukturelle Beziehungen und spezifische Knappheiten noch 
verfeinert werden muss, wenn die langfristigen Wirtschaftsprojektionen von inne- 
ren Widerspriichen befreit werden sollen. 
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RESUME 


«Projections» a long terme de l’économie japonaise — appréciation critique. Dans maints 
pays, on en vient a reconnaitre de plus en plus que la politique économique a court 
terme doit étre également considérée dans le cadre de certains « modéles» écono- 
miques 4 long terme. Aussi, la «projection» économique a long terme a-t-elle 
gagné en importance, mais elle souléve en méme temps d’autres problémes de 
définition et de nature technique. La projection de l’économie japonaise jusqu’en 
1960 qui a été élaborée par le gouvernement japonais et qui sert officiellement 
de base pour son plan économique quinquennal part de certaines hypothéses 
de politique économique et se trouve d’emblée fortement influencée par certains 
éléments de planification. Cela est aisément compréhensible, car depuis la guerre 
le Japon éprouve certaines difficultés structurelles — forte pression du chémage et 
déséquilibre persistant de la balance des paiements. 

La projection officielle prévoit: 1° un taux d’accroissement annuel de prés de 
5% du produit social brut; 2° un niveau bien plus élevé de la consommation réelle 
par téte d’habitant; 3° un plein emploi virtuel pour une main-d’ceuvre croissante ; 
4° un équilibre du commerce extérieur et de la balance des paiements sans l’aide 
de subsides directs ou indirects de l’étranger, et 5° une stabilité du niveau des prix 
a l’intérieur du pays. L’objectif du programme est trés ambitieux et l’on peut 
avoir quelques doutes quant a ses possibilités de réalisation. Avant tout, on peut 
se demander si et dans quelle mesure la somme des capitaux nécessaires, qui est 
estimée d’aprés la courbe ascendante supposée de la production et du coefficient- 
capital, concordera avec |’afflux espéré de |’épargne réelle. I] est prévu que la 
quote-part del’épargne, de 13,6% du revenu national en moyenne avant la guerre, 
passera 4 20%, en 1960. Vu toutefois la forte pression qu’exerce la demande accrue 
des consommateurs, le programme pourrait étre compromis par une insuffisance 
de l’épargne et, partant, des moyens financiers nécessaires 4 son exécution. II 
semble qu’une tendance continue 4 l’inflation soit inhérente a la projection, 
d’autant plus qu’une pénurie spécifique et un manque de stabilité dans l’impor- 
tation et l’exportation du pays pourraient se développer. 

Un des points faibles fondamentaux de la projection japonaise est l’hypothése 
que l’importation demeurera continuellement au bas niveau de 11°% du produit 
social brut. Mais la politique de substitution des importations se heurte aux étroites 
limites que met le calcul économique. Si le processus de développement éco- 
nomique exige de plus fortes importations, les conditions des marchés d’expor- 
tation apparaitront comme le facteur limitatif et il parait hautement improbable 
que l’expansion des exportations puisse étre réalisée aux termes d’échange favo- 
rables prévus. Nombre d’ajustements seraient nécessaires également dans la struc- 
ture des marchés d’exportation et d’importation pour résoudre le probléme 
«structurel» de la pénurie de dollars. I] résulte de ces conclusions que la théorie 
de la croissance économique doit étre nuancée en ce qui concerne les relations 
«structurelles» et les pénuries spécifiques si l’on veut que les projections 4 long 
terme soient libérées de leurs contradictions internes. 





MARKETING MONOPOLY 
IN BRITISH AFRICA 


I 


Throughout most of British Africa, especially in the Gold Coast and 
Nigeria in West Africa, and Uganda in East Africa, the production 
on agricultural export crops by hundreds of thousands of African 
peasants has been the principal instrument of economic development 
since about 1900. Contrary to what is widely believed, such well- 
known commercial staples as West Africa cocoa, groundnuts (pea- 
nuts), palm oil and palm kernels, and Uganda cotton and coffee, are 
produced by African peasants, not by plantation companies. Espe- 
cially in West Africa, the spread of cash crops has resulted in rapid 
economic growth chiefly through the promotion of the exchange 
economy, and the encouragement of production for sale rather than 
for mere subsistence. In some areas, notably the Gold Coast and 
Nigeria, not only has this process greatly increased the national 
income, but has also profoundly affected the social and political life 
of the people. 

Before the second World War, these crops were exported by 
European merchants. In the early days of the war this function was 
taken over by official export monopolies (a system of marketing 
conveniently termed statutory marketing), and has remained under 
their control since that time, so that they now cover the great bulk 
of the agricultural exports of the British African colonies, including 
practically all exports produced by Africans. The principal crops 
covered by the system are West African cocoa, palm oil, palm kernels, 
groundnuts, Uganda cotton and coffee. The system was first intro- 
duced in West Africa, and subsequently extended to various crops 
in East and Central African products. 

Since their establishment in the course of the last 15 years, these 
export monopolies have withheld from producers over £300 million, 
mostly accumulated in sterling balances. In addition, the system 
has made it politically and administratively much easier to tax these 
producers through export duties, and these have accounted for 
another £175 million or so since the inception of this system of 
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marketing. All in all, the producers of cocoa—much the most im- 
portant product affected—received barely one-half of the available 
proceeds from the end of 1939 to the end of 1954; and the other pro- 
ducers have not fared much better. The operation of the system, 
little understood even by those interested in African affairs, raises 
wide social, political and economic issues, and these are of special 
interest at present when African politicians are increasingly taking 
control in these territories. There are probably few instances of so 
little being known about very important institutions on which the 
basic information is comparatively easily available. This article 
describes the working of the system in West Africa, the export 
monopolies (marketing boards) of which are quantitatively the 
most important and the operations of which are best docu- 
mented. The operation of the system in Uganda is similar in all 
essentials. 

The Gold Coast and Nigeria Cocoa Marketing Boards were 
established in 1947; the other boards in 1949. They are official 
bodies and their members are appointed by the governments of the 
territories. The principal feature of the system is the sole right of the 
marketing boards to export and to purchase for export the crops 
under their control, including all derivatives of these products. They 
buy these crops through merchants whom they license as their 
buying agents. In view of their cast iron monopoly, the boards can 
divorce the prices they pay to producers from the prices the products 
realise in the world’s markets. Beyond their monopoly of export, the 
boards have the right to license processors and intermediaries, to 
prescribe the differentials they pay for different grades of produce, 
and to determine what qualities and grades can be exported. Thus 
the powers of these monopolies are both far-reaching and extensive. 


II 


Although stabilisation is usually thought of as the principal reason 
for statutory marketing, this had little to do with its establishment. 
A brief discussion of the origins of the system is in order, since the 
circumstances of its introduction—and especially the complete 
absence of any clear thought about its ultimate purpose—have much 
affected the course of events. 
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After the outbreak of war in 1939 it was widely feared in London 
and in West Africa that because of possible shipping difficulties, 
combined with the denial of supplies to Germany and her allies, 
there might be a collapse in the local price of cocoa (which might 
even have become unsaleable) with very serious political and social 
results. To avert this, the British Government undertook to purchase 
at seasonally fixed prices the entire exportable crop of West African 
cocoa, establishing a statutory export monopoly for the purpose. In 
1942 the system was extended to the other major West African crops, 
chiefly oilseeds, of which there developed a desperate shortage after 
the loss of Far Eastern supplies following Japan’s entry into the war. 
Thus, while statutory marketing was established over cocoa at a time 
of a threatened collapse of the market, it was extended to oilseeds 
when the demand for West African produce suddenly increased. 

In fact, neither circumstance required an export monopoly. An 
official guarantee to act as ultimate buyer at seasonally fixed prices 
would have sufficed to maintain the price of cocoa; while an export 
monopoly was clearly unnecessary to increase supplies of oilseeds. 
Indeed, the system could not fail to restrict supplies, since the West 
African Produce Control Board (the export monopoly) secured very 
low prices from the Ministry of Food (to which all exports of oilseeds 
were shipped), and paid very low prices to the producers. Quite 
clearly statutory marketing was unnecessary for the accomplishment 
of stabilisation policy. Its establishment was connected with another 
measure of war-time control over West African exports, namely the 
official quotas in the purchases for export. The former export mer- 
chants, now acting as purchasing agents for the authorities, shared the 
purchases by a quota system under which those who bought more 
than their percentage shares had to pay heavy penalties to those 
who were under-bought, the settlement being effected by the 
authorities. This system was a blatant paradox, since the market for 
these crops was unlimited locally, the British Government having 
guaranteed to purchase all supplies at fixed prices; in oilseeds in 
particular there was an acute shortage. The unnecessary and para- 
doxical nature of the quotas was in a sense recognised in the system 
itself, since the quotas did not limit total purchases, but were simply 
percentage shares in unspecified totals. The quota system was in fact 
an undisguised official extension and strengthening of the pre-war 
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produce buying pools (buying cartels) of the West African mer- 
chants, which were designed to restrain competition among the 
merchants. The quota system was patently unnecessary for the 
avowed objectives of war-time export control. Thus neither the 
quota system, nor monopoly of export was required for the principal 
purposes of the control machinery, namely the maintenance of the 
price of cocoa and the increase of supplies of oilseeds; indeed they 
could only affect the latter adversely. Moreover, an export monopoly 
does not postulate a quota system, nor is the converse the case. Yet 
the export monopoly and the quota system were nevertheless re- 
lated, because a quota system is easier to administer when there is 
only one buyer, especially if that buyer is prepared to arrange for the 
settlement between those who are over-bought and under-bought. 
The merchants pressed for the quota system; and they also favoured 
an export monopoly (which indeed they proposed for cocoa) as a 
means to facilitate the quota system. Thus, somewhat paradoxi- 
cally, the wishes of the merchants played a major part in the intro- 
duction of statutory marketing. 


III 


Once an organisation such as a statutory monopoly has been in 
operation for some years, powerful forces of self-perpetuation come 
into play—inertia, vested political, administrative, economic and 
personal interests, and so on. In this case their operation was rein- 
forced by various intellectual influences of the 1940’s in Britain, 
especially in official circles. It was widely and influentially believed 
that official control over colonial production, especially peasant 
production, was desirable, both to direct production and to facilitate 
socialisation of saving. It was also widely believed that unorganised 
marketing was chaotic and inefficient; that intermediaries and 
middlemen were unnecessary and their activities harmful; and that 
market prices were of little real significance and could be safely 
disregarded. A general preference for large-scale organisation and 
for the apparent tidiness of statutory marketing, contrasted with the 
seemingly unorganised private marketing, also played a part. 
However, the most important intellectual influence was the belief 
that stabilisation of producer prices was both desirable and feasible, 
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and that statutory monopoly of export was the right instrument for 
the purpose. This was the principal theme of the official statements 
which announced the decision to place statutory marketing on a 
permanent basis. The most important of these was a British Govern- 
ment statement on the Future Marketing of West African Cocoa, pub- 
lished as an official White Paper in 1946'. 

The White Paper stressed the importance of shielding the pro- 
ducers from the disturbing effects of price fluctuations. Stability 
could be achieved by statutory export monopoly which, according 
to the White Paper, “‘could cut the link between the price of cocoa 
in West Africa and the day-to-day prices on the world market” 
(p. 8). 

The basic idea was deceptively simple. The producer price would 
continue to be prescribed seasonally by the marketing boards as it 
had been during the war. The boards would retain part of the sales 
proceeds in periods of high prices, and subsidise producer prices 
when world prices were low. It was explicitly and emphatically 
stated in the official documents, and most clearly in the cocoa White 
Paper, that, apart from certain minor allocations for funds for 
research and similar purposes benefiting the particular producers 
directly, no money would be withheld from them. In the words of 
the White Paper: 

“The primary purpose for which it is proposed that these funds 
should be used is to serve as a cushion against short and intermediate 
term price fluctuations in the world market price of cocoa... 
It will be clear from the above description of their methods of opera- 
tion that there will be no question of the boards making a profit at 
the expense of the West African producers. The boards will act as 
agents or trustees for the producers... On the average of a period of 
years it is to be expected that the average price paid in West Africa 
will be substantially equal to the average net price realised on world 
markets and that the boards’ buying and selling transactions will 
therefore approximately balance” (p. 6 and 8). 

Somewhat surprisingly, whilst stabilisation was said to be the 
main reason for the establishment of the marketing boards, this 
objective is not mentioned in the ordinance establishing the Gold 


1. Statement on Future Marketing of West African Cocoa, London 1946, 
H.M.S.O. 
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Coast and Nigeria Cocoa Marketing Boards, and is only mentioned 
incidentally in the ordinances establishing the other Nigerian 
boards in a sub-clause listing the purposes for which funds may be 
spent. 

The official statements did not attempt either to define the stabili- 
sation or to examine some of its fundmental problems. Yet the whole 
idea bristles with difficulties, of which only a few can be mentioned 
here. The relation of the stabilised producer price to the market 
price needs to be specified, since it is possible to keep producer 
prices stable at a fraction of the market price, but this is hardly cal- 
culated to help producers. Further, the period over which the accu- 
mulation and disbursement of funds is to balance needs to be speci- 
fied, as otherwise an unlimited accumulation of funds can be justi- 
fied by referring to an undefined fall in the price in the unspecified 
future. Moreover, if the period elapsing between accumulation of 
surpluses and drafts on the reserves is long, the procedure is not one 
of stablilisation of prices received by a group of producers, but 
taxation of some and subsidisation of others, since the composition 
of the body of producers necessarily changes through time. Moreover, 
it is necessary to distinguish between stabilisation (however defined) 
of prices and of incomes, a distinction which is important where 
crops vary widely from year to year; and again, it is necessary to 
distinguish between stabilisation of prices or incomes in money terms, 
or in terms of real purchasing power, which is important when there 
is a world-wide rise in prices so that import prices rise. Moreover, a 
high or low price is meaningless, except in relation to a base or a 
trend which needs to be clearly defined. This is linked with a most 
important matter, the impossibility of knowing in advance whether 
a particular price change is a fluctuation, or the beginning of a 
trend. This can always be distinguished after the event, but not 
before, with the result that there is an ever-present danger of a loss 
of contact with the trend which can have most serious adverse re- 
sults. All this is quite apart from the question whether it is desirable 
compulsorily to withhold part of the sales of proceeds from the pro- 
ducers and to return it to them subsequently (even if they are re- 
turned to them). Not one of these problems was even mentioned in 
the statements announcing the establishment of the marketing 
boards. 
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IV 


Rarely have even official assurances been so flagrantly broken as 
the solemn undertakings that no money can be withheld from pro- 
ducers by the monopolies under whose power they were placed. 
From their inception there has been a virtually uninterrupted 
accumulation of large surpluses. When they were established in 
1947, the Gold Coast and Nigerian Cocoa Marketing Boards in- 
herited £14 million and £8 million respectively from the West 
African Produce Control Board, their wartime predecessor. This 
organisation had already accumulated surpluses by withholding part 
of the sales proceeds from the cocoa producers (about three-eighths 
of net proceeds were withheld from 1939 through 1947), a procedure 
which clearly had nothing to do with the ostensible aim of the estab- 
lishment of controlled marketing of cocoa in 1939, namely, the pre- 
vention of a collapse of the local price of cocoa. 

By the end of 1954, the surpluses of the Gold Coast Cocoa Board 
totalled about 280 million dollars, and those of the Nigerian Board 
about 110 million dollars. Moreover, these huge surpluses were 
struck after the payment of export duties which were being raised 
greatly after about 1949. On Gold Coast cocoa alone the export 
duties totalled about £75 million from 1949 to 1954, and on Ni- 
gerian cocoa about £20 million. 

There is a close connection between the export duties and the 
surpluses. Under statutory marketing the rate of the export duties 
is much influenced by the size of the boards’ surpluses, since when 
there are large surpluses it is possible to raise the level of export 
duties without directly diminishing producers’ returns, because the 
export duties only diminish the boards’ surpluses instead of affecting 
producer prices directly. This has encouraged the local authorities 
to increase greatly the export duties and similar levies on the pro- 
ducers of the crops subject to the marketing boards. Since 1949 these 
have not only been at rates much higher than before the boards were 
introduced, but also at much higher rates than on the few non-mine- 
ral exports (e.g. rubber and hides and skins) not subject to statutory 
marketing. For instance, in 1954, the cocoa export duty in Nigeria 
was about two-fifths of the f.o.b. value, and represented about 140 
per cent of the prices paid to producers (the producer prices were 
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far below the f.o.b. values, as the Cocoa Board also accumulated 
surpluses, so that duty at a given rate of f.0.b. values represented a 
much higher percentage of the producer price than it would other- 
wise); the export duty on rubber produced in the same area of 
Nigeria was about 714% of the f.o.b. value, which corresponded to 
about 10 or 12% of the price received by the producers. Before the 
introduction of statutory marketing the rates of duty on rubber and 
cocoa were about the same. Quite recently, in Nigeria, a new type 
of export duty, called produce sales tax, was introduced, which 
applies only to products controlled by the marketing boards. 

The climax of this process of raising export duties was reached in 
the Gold Coast in 1954, when a new system of export duties was intro- 
duced by which the price receivable by the Cocoa Board was re- 
stricted to £180 per ton, and any sum in excess was payable as export 
duty. At the time this meant a level of export duty of about £220 to 
£240 a ton. The same measure restricted the producer price to £134 
a ton, leaving the Board a surplus of about £20 a ton after all 
expenses. Thus, both in Nigeria and in the Gold Coast, the 
operation of statutory marketing has resulted in the imposition of 
special export duties on the producers of these crops, and on them 
only. 

From the beginning of statutory marketing to the end of 1954, the 
cocoa producers in Nigeria and the Gold Coast received, as stated 
before, almost exactly half of available sales proceeds. The rest has 
gone in surpluses and export duties, the former predominating until 
about 1952, and the latter since then. It will be recalled that when 
the system was introduced, it was officially stated that there would 
be no question of the accumulation of surpluses: in the words of the 
Cocoa White Paper, “‘The Boards would act as agents and trustees 
for the producers” (ibid). 

Very large sums have also been withheld from the producers of the 
other controlled crops. From their inception through the end of 
1954, the surpluses of the other boards, together with the export 
duties on the products controlled by these boards, totalled about 
£90 million (of which the surpluses were about £50 million) 
representing about 25-30% of available sales proceeds. Moreover, 
in the days of the West African Produce Control Board, the entire 
exports of these crops were sold to the purchasing departments in the 
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United Kingdom at prices much below those paid by these depart- 
ments for bulk supplies of these commodities from other sources. 

As already stated, even if a substantial part of the surpluses were 
to be returned to the producers, this would not amount to stabili- 
sation of producer prices and incomes, since the beneficiaries would 
be a group substantially different from those at whose expense the 
surpluses had been accumulated. This has indeed arisen in Nigeria, 
where in 1953 and 1954, the Oil Palm Produce Marketing Board 
subsidised the producer prices of palm oil at a level of over £60 a 
ton; by doing so, it drew on reserves which were accumulated partly 
over an earlier period when producer prices were around £30. Thus, 
so far from smoothing the fluctuations in producer prices or incomes 
by taxing producers at a period of high prices and subsidising them 
at a period of low prices, the system taxed one group of producers at 
a period of low prices, and used the proceeds to subsidise a different 
group at a period of high prices. There is of course no question of the 
export duties being returned to the producers, and as we have seen 
these duties are levied at specially high rates on these producers. 

Nor has there even been inter-seasonal price stability, since prices 
were often changed from one season to the next by large and disconti- 
nuous jumps, usually in attempts to avoid even slight drafts on 
reserves, or in belated attempts to try to catch up with the trend in 
prices. Indeed, over some years, the incomes of the cocoa and ground- 
nut producers were de-stabilised by statutory marketing in the sense 
that they fluctuated more widely than if the entire sales proceeds 
had been paid out, so that in this way the system combined extreme 
austerity with a fair measure of instability. 

As already stated, the producers are African peasants operating 
on a very small scale. The annual cash proceeds of groundnut pro- 
ducers from the sale of groundnuts at current (1955) producer prices 
are generally around £ 12; until recently they were much lower as the 
producer prices were less. The receipts of the cotton producers of 
Nigeria are of the same order. The cocoa producers’ cash proceeds 
are appreciably higher, but still only a small fraction of the incomes 
of people subjected to taxation at such rates in, say, the United 
Kingdom or the United States. Apart from the surpluses of the 
boards and from export duties, the peasants are also taxed through 
heavy import duties and they often also pay minor local taxes. 
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V 


It may well be asked what arguments have been advanced to 
justify these drastic policies, and what are the reasons underlying 
them. At first it used to be suggested that they were necessary for 
the building up of stabilisation reserves. With the mounting reserves 
and the prolonged under-payment of producers, less was heard of 
this argument, and its place was taken by the suggestion that under- 
payment was necessitated by the need for taxation for development 
and the control of inflation. The merits of taxation for development 
cannot be examined here; they would need to be analysed in terms 
of their repercussions on the growth of income and on private saving, 
investment and effort; the source of the funds; the productivity of 
the public investment; the political implications of the process; and 
so forth. But the whole issue is irrelevant to statutory marketing, 
because if taxation for development is thought desirable, the decision 
is one to be taken by the government and implemented through a 
budget surplus, so that the burden is borne by the community as a 
whole. In fact, in recent years the entire burden has been placed on the 
producers subject to the statutory monopolies; in the Gold Coast in 
recent years the surplus of the Cocoa Board and the export duties far 
exceeded total gross government capital formation. This is quite apart 
from the fact that the bulk of the funds has been piled up in sterling 
balances. Of course the justification of the under-paymentof producers 
in terms of taxation for development is quite incompatible with the 
official assurances that the system would not be used to tax the 
producers. 

Much the same applies to the argument that under-payment is 
necessary to control inflation. If a constriction of incomes is thought 
necessary, it is obviously a task for general fiscal and monetary po- 
licy, to be executed by the government, and not by marketing boards 
acting allegedly in the interests of their constituents whom they are 
supposed to benefit by price stabilisation. This is quite apart from 
the fact that, since 1949 at any rate, there has been no foundation 
for the suggestion that higher producer prices would have had 
inflationary effects in any meaningful sense of the term, since im- 
ports on which to spend higher incomes have been freely available. 

Another argument, as revealing as it is insubstantial, was put 
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forward on the leader page of the London Times*, where the acti- 
vities of the marketing boards were supported on the grounds that 
they have prevented the rise of a kulak class in West Africa. In plain 
terms, the policy was supported on the grounds that it prevented the 
emergence of a prosperous peasantry. A graver self-accusation is 
hard to imagine. 

These and similar irrelevant or incorrect arguments are essen- 
tially rationalisations of policies, rather than reasoned arguments in 
their support. Such rationalisations are made easier and more 
plausible by the vagueness of the idea of stabilisation and by the 
absence of a defined mandate for the boards. In the absence of any 
clear idea about the purpose of the system, coupled with a failure to 
realise that undefined stabilisation is no guide at all to policy, the 
boards took the line of least resistance, and pursued a policy which 
strengthened these organisations and enhanced their prestige. In this 
conteyt, this has meant under-payment of producers in order either 
to accumulate funds, or to make funds available for specific public 
investment projects; these are examples of the familiar divergence 
of interests between organisations and their managers on one hand 
and the unorganised constituents on the other. Other factors in- 
fluencing the policy may have included regard for the British economy 
(since a constriction of incomes locally reduces the claims on current 
British resources by reducing the demand for imports into these 
territories) ; a belief that people whose money incomes have recently 
risen (even if they are still very low) are better able to bear taxation 
than others who are more prosperous; and an unwillingness to see 
a rise in prices locally, even though this may be inevitable when 
import prices are rising, and may also be desirable if there is an 
improvement in the terms of trade. 

The rise in money incomes and prices associated with an improve- 
ment in the terms of trade raises issues which are generally very 
imperfectly appreciated, even though they bear widely on the 
economic and political situation in under-developed countries. An 
improvement in the terms of trade of the local population postulates 
a rise in local prices and incomes relatively to import prices. Only 
thus can the local population buy more imports with the same amount 
of work. In these conditions a higher cost of living is part of the process 


2. July 20, 1951. 
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of readjustment of the structure of incomes to higher levels when 
terms of trade improve and the rate of exchange is fixed. But although 
these changes may be necessary, they raise great political difficulties, 
chiefly because the urban population is much the most influential 
section of public opinion, and it naturally resists any changes affec- 
ting them adversely, even though urban incomes are generally far 
higher than those of the rural population. The urban population may 
resist even those changes which may improve their real incomes, but 
at the same time worsen their position relatively to that of the rural 
population. 

The much greater political influence and effectiveness of the 
urban compared to the rural population is a feature of the political 
life of West Africa (as of many other under-developed countries) 
which may surprise American readers. It partly explains the very 
different interpretation placed on the idea of stabilisation of farm 
prices and incomes in, say, the United States or Great Britain and in 
West Africa. In the former it means a guaranteed minimum income; 
in West Africa the imposition of a maximum. In other words, in the 
United States or Great Britain stabilisation is the establishment of a 
floor, and in West Africa the imposition of a ceiling. 


VI 


Whatever the reasons for the policy, the results are plain. A system 
introduced allegedly to benefit the producers by short period price 
stabilisation has resulted in the retention from them of well over 
£300 million. The prolonged under-payment is in effect penal 
taxation and socialisation of saving. The under-payment is so 
severe that it has made private saving and investment by important 
classes of producers very difficult or even impossible. Issues of the 
widest political and social importance are raised by socialisation of 
savings, and, in a sense, of agricultural production, at such an early 
stage of economic development. Of course, even if such far-reaching 
policies are thought desirable, it is hardly appropriate to introduce 
them accidentally as a bye-product of stabilisation, and to place the 
entire burden on the producers of export crops, a particularly pro- 
ductive, efficient and enterprising section of the population. 

The under-payment of producers has necessarily greatly retarded 
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the establishment, extension and improvement of agricultural hol- 
dings by reducing both the wherewithal and the incentive for these 
purposes. In West Africa, both current production and the establish- 
ment of productive capacity are necessarily much affected by the 
price received by producers. This is particularly true in Nigeria, 
where transport costs between producers and the principal markets 
are often heavy, so that the extension of production and capacity 
necessarily depends on price which has to cover these costs. In other 
words, there is an extensive margin of cultivation, outside of which 
production is largely subsistence activity, and crops are not produced 
for export or even for sale. Moreover, producers can also shift bet- 
ween alternative crops and occupations. Quite clearly it depends to 
a considerable extent on the price they receive how far producers are 
able or willing to extend production and establish new capacity. As 
private investment has been retarded by this process, there is an 
important debit item against any capital formation brought about 
by taxation for development through underpayment of producers. 

This under-payment of producers also affects their long-term 
competitive position, since their competitors elsewhere are not sub- 
ject to such under-payment and are under a correspondingly greater 
incentive to maintain and improve productive capacity. As the bulk 
of the funds is unspent, and a part has been used for sundry purposes 
quite unconnected with agricultural production or transport, there 
is little or no offsetting influence through such factors as improved 
communications and the like. 

Another important factor, often neglected and of special signifi- 
cance in Nigeria, is the retardation of the spread of the exchange 
economy, the growth of which is adversely affected by the discourage- 
ment, or even the impossibility in these circumstances of new plan- 
ting and clearing in outlying areas. The growth of the exchange 
economy promoted by the spread of cash crops, by production for 
sale, is a key phase and instrument of economic progress. The under- 
payment of producers in British Africa over the last 15 years has 
greatly retarded this. The under-payment of producers in East 
Africa has been condemned on these grounds in the recently publis- 
hed report of the Royal Commission on East Africa*; and this aspect 
of the policies pursued in West Africa is of great significance. 

3. Report of the East Africa Royal Commission, London 1955, H.M.S.O. 
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Thus, even though compulsory saving may raise the proportion 
of income saved, the growth of income may be retarded, and its 
level reduced by this particular form of compulsory saving. For these 
reasons, it is not even certain that the absolute amount of productive 
saving and investment (that is, investment which would yield a 
greater increase in real income than would have come about if the 
money had not been collected) has been increased by the under- 
payment of producers. 

One qualification has to be made to some of the foregoing argu- 
ments which may be of interest to American readers. The Gold Coast 
and Nigeria together supply about one-half of total world exports 
of cocoa. The producers have been under-paid for so long (over 
15 years) that by now this must have affected the total supply reaching 
the world market, by discouraging the extension, improvement, 
replacement or rehabilitation of acreage. This in turn must have 
affected the market price, so that in this case in recent years some 
of the burden of these policies has been borne by the consumers 
through higher prices. In the long run, of course, this stimulates 
production outside West Africa, so that the ultimate incidence is 
likely to be again on producers. 


VII 


Statutory marketing also has interesting and important political im- 
plications. Both the accumulated funds, and the presence of estab- 
lished statutory monopolies over the major source of cash incomes, 
are most welcome to the African politicians taking over in West 
Africa, since they represent a vast source of money and power. During 
the last ten to fifteen years—a period of altogether execptional pros- 
perity for primary producers—the West African producers (whose 
incomes, it will be remembered, are still very low) have been denied 
a large part of this prosperity as a result of the drastic policies pursued. 
The continuation of these policies will be largely affected by the 
growth of political understanding, education and organisation of the 
rural population. If the wide disparity in political effectiveness bet- 
ween the urban and the rural population continues, the exceedingly 
severe taxation of these producers can also be expected to continue, 
with the result that the emergence of a prosperous and propertied 
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peasantry will be effectively barred, and individual saving and in- 
vestment by the producers and their relatives rendered exceedingly 
difficult, with adverse effects on the social and political stability of 
these countries. Individuals who have some property are more likely 
to resist extremist political movements than a property-less popu- 
lation. 

In some producing areas, notably in Ashanti, the principal cocoa 
growing region of the Gold Coast, and in parts of Southern Nigeria, 
there are some signs of restiveness. In the Gold Coast, for instance, 
the separatist tendencies of Ashanti are partly connected with the 
acute dissatisfaction over the government’s cocoa policy, especially 
with the imposition of the new export duty on cocoa introduced in 
1954, which, as stated earlier, confiscates all proceeds over £180 
per ton. There have been reports of armed clashes between frontier 
guards and smugglers trying to take cocoa to the neighbouring French 
colonies where prices were much higher. The operation of the system 
is certain to be an important factor in the social and political de- 
velopment of one of the emerging areas of the world. 


Gonville and Caius College, P. T. BAvER 
Cambridge (United Kingdom ) 


SUMMARY 


The principal export crops of the British African colonies have, since the war, 
been handled by official marketing boards. These are statutory monopolies with 
the sole right to export and purchase for export the crops under their control. 
The principal products they handle include cocoa, groundnuts, palm oil, palm 
kernels, and cotton in West Africa, and cotton and coffee in Uganda. Contrary 
to what is often believed, these very important tropical export crops are pro- 
duced by small African farmers, not by plantation companies; and the production 
of these cash crops has been a major factor in economic development in British 
Africa over the last half century. 

Before the war these crops were exported by merchants. During the war this 
function was taken over by various official agencies which were given a monopoly 
of export. The monopoly established during the war has been continued ever 
since, ostensibly to stabilise prices received by Africans. When the system was 
made permanent it was officially and formally stated that its purpose was that of 
short period price stabilisation, and that no money would be withheld from the 
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African producers. In fact, hundreds of millions cf pounds have been so withheld. 
This article describes the origins and the operation of these statutory monopolies, 
and examines their very far-reaching social, political, and economic implications, 
which are very little known. Some of the conceptual problems of stabilisation are 
also briefly noted. 


ZUSAMMENFASSUNG 


Staatshandelsmonopole in Britisch-Afrika. Die hauptsachlichen Exportprodukte der 
Kolonien von Britisch-Afrika werden seit dem Krieg von staatlichen Stellen 
gehandelt. Diese besitzen das gesetzliche Monopol mit dem ausschliesslichen 
Recht, die ihrer Kontrolle unterstellten Produkte fiir den Export anzukaufen und 
zu exportieren. Die wichtigsten der von diesen Monopolen gehandelten Waren 
sind Kakao, Erdniisse, Palm6él, Palmkerne und Baumwolle in West-Afrika, Baum- 
wolle und Kaffee in Uganda. Diese bedeutenden tropischen Exportwaren wer- 
den — entgegen einer verbreiteten Meinung — von kleinen afrikanischen Pflanzern 
produziert und nicht von Plantagengesellschaften. Erzeugung und Barabsatz 
dieser Produkte ist ein Hauptfaktor der wirtschaftlichen Entwicklung Britisch- 
Afrikas in den letzten 50 Jahren. 

Vor dem Krieg wurden diese Waren durch Handler exportiert. Wahrend des 
Krieges ist deren Funktion von verschiedenen amtlichen Stellen iibernommen 
worden, denen ein Exportmonopol eingeraumt wurde. Dieses offizielle Export- 
monopol ist auch nach dem Krieg und bis heute beibehalten worden, angeblich 
um die Produzentenpreise zu stabilisieren. Als aus dem Monopol eine Dauer- 
einrichtung gemacht wurde, ist behérdlicherseits ausdriicklich festgestellt worden, 
dass die kurzfristigen Preisschwankungen ausgeschaltet und dass dem afrika- 
nischen Pflanzer keine Einnahmen vorenthalten werden sollen. Tatsachlich sind 
aber Hunderte von Millionen Pfund Sterling einbehalten worden. Der vorliegende 
Artikel beschreibt die Anfange und die Wirkungsweise dieser gesetzlichen Mono- 
pole und untersucht deren sehr weitreichende soziale, politische und wirt- 
schaftliche Folgen, die nur wenig bekannt sind. Ferner werden einige der mit der 
Stabilisierung zusammenhangenden begrifflichen Probleme kurz erértert. 


RESUME 


Monopoles du commerce en Afrique britannique. Les principaux produits d’exportation 
des colonies britanniques d’Afrique sont négociés depuis la guerre par des ser- 
vices gouvernementaux. Ceux-ci détiennent le monopole légal avec le droit 
exclusif d’acheter pour I|’exportation et d’exporter les produits soumis a leur 
contréle. Les principales marchandises faisant l’objet du monopole sont en 
Afrique occidentale le cacao, les arachides, I’huile de palme, les noix de coco et 
le coton et dans l’Ouganda le coton et le café. Contrairement a l’opinion générale- 
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ment répandue, ces importants articles d’exportation des tropiques sont produits 
par des petits planteurs africains et non par des sociétés de plantation. La pro- 
duction et la vente au comptant de ces produits est un facteur majeur de ]’évolu- 
tion économique de |’ Afrique britannique durant les cinquante derniéres années. 

Avant la guerre, les denrées étaient exportées par des marchands. Pendant 
les hostilités, leur fonction fut reprise par différentes agences officielles auxquelles 
un monopole d’exportation fut accordé. Ce monopole établi durant la guerre a 
été depuis lors maintenu sous le prétexte de stabiliser les prix payés aux pro- 
ducteurs. Lorsque le systéme fut rendu permanent, les autorités affirmérent 
formellement que les fluctuations des prix 4 courte durée devaient étre éliminées 
et qu’aucune recette des producteurs africains ne devait étre retenue. En fait, des 
centaines de millions de livres sterling ont été prélevés de la sorte. Le présent 
article décrit les origines et le fonctionnement de ces monopoles légaux et examine 
leurs lourdes conséquences sociales, politiques et économiques qui sont peu connues, 
Enfin, certains des problémes théoriques concernant la stabilisation sont briéve- 
ment passés en revue. 
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ECONOMICS AND BIOLOGY: 
SPECIALIZATION AND SPECIATION* 


It is well known that Charles Darwin’s work on evolution, according 
to his own statement, was partly inspired by Malthus’ theory of popu- 
lation. To this extent economics may therefore count itself among 
the sources of modern biology. Apart from this initial link, however, 
economics has had less contact with biology than with almost any 
other major science. With the physical sciences, particularly classical 
mechanics and thermodynamics, economics at least has some con- 
scious affinity of method, and with the social sciences it shares the 
subject matter (though little else), but with biology it appears to have 
nothing in common. It would be presumptuous for an economist to 
argue that closer relations between economics and biology would 
benefit the other field. All I want to point out here is that economists 
may derive some useful insight from observation of the non-human 
living world. This is particularly true for that much-neglected but 
centrally important chapter of economics: the division of labor, or 
specialization as it may be more appropriately called in the present 
context. Specialization, as we shall see, is closely connected with 
what biologists call speciation, or the formation of species. 

Adam Smith, in his unsurpassed discussion, declared the division 
of labor to be peculiar to human societies. He viewed it as the result 
of a mysterious “propensity to truck’’, from which animals are some- 
how immune. We do not, he observed, see two dogs make a fair and 
reasonable exchange of one bone for another. Related arguments to 
this effect are also supported by canine examples. It seems that 
Smith’s interest in the animal world did not go beyond dogs; other- 
wise he might have thought of ants and bees. Even in his day some- 
thing like division of labor was known to exist in insect societies, and 
Linnaeus had already described aphids as ants’ cows. 

Smith was carefully ambiguous about the question whether the 
propensity to truck can itself be reduced to more immediately ra- 


* Text of a lecture given at the University of Tokyo, August 1955. Research 
done at Stanford University under Contract N6onr-25133 with the Office of 
Naval Research. I am indebted to my colleagues, Melvin Reder and Tibor 
Scitovsky, for useful comments. 
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tional considerations, but he did point out the advantages of following 
that propensity. These advantages are the increase in skill, the saving 
of time otherwise necessary to switch from one job to another, and 
the enhanced possibilities of using tools and machinery. Without 
much explanation he also indicated how far specialization can go 
in the famous statement that “‘the division of labor is limited by the 
extent of the market’’. 

It is not to the credit of economists that in the 180 years following 
the publication of the Wealth of Nations so little should have been 
done to clarify this statement, the simplicity of which is quite de- 
ceptive. Most economists have probably regarded the division of 
labor, in Schumpeter’s words, as an “eternal commonplace’’, yet 
there is hardly any part of economics that would not be advanced 
by a further analysis of specialization and related phenomena. It 
should be added, however, that such an analysis involves the use of 
methods that are rather unlike those by which the classical questions 
of economics are discussed. ‘These classical questions are treated with 
the aid of traditional calculus methods (often disguised in literary 
form) but the latter are not suited to deal with indivisibilities. 

It is in fact from indivisibilities that the division of labor takes its 
start, and the basic indivisibility is that of the individual, whether 
human or animal. This may seem like a play on words, or what is 
almost the same thing, bad metaphysics, but it is more serious than 
that. For our purpose we may regard an individual as a coordinated 
complex of activities. The indivisibility of the individual consists in 
the fact that, although it may be capable of a great many different 
activities, it can perform only few activities simultaneously because 
most activities utilize the same resources and more particularly that 
coordinating resource which is known as the brain. The larger the 
number of simultaneous activities, the greater the difficulty of co- 
ordinating them and of carrying out each one properly, and the 
smaller therefore the output from each activity. This applies not only 
to simultaneous activities, but also to activities that are spread out 
over time. In the first place some shorter or longer interval is usually 
needed to switch from one activity to another; in the second place it 
is usually easier to perform activities that are known from previous 
experience than to perform them for the first time. 

All this, the economist will note at once, can be put in terms of 
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increasing returns. We have increasing returns to the extent that, 
if several activities are replaced by a single one, there is less need for 
coordination and switching time and more scope for acquiring ex- 
perience. The output of the single activity may thus be raised above 
the combined outputs of the several activities. 

If we have two activities, for instance, the simplest shape of the 
production possibility curve exhibiting these features will be as in 
Fig.1. If the individual produces only the first commodity he can 
obtain AP units, and if only the second AQ units, but if he produces 
both simultaneously he is bounded by the straight line P’Q’. The 
segments PP’ or QQ’ therefore represent the loss of production due 
to the need for coordination, etc. If the individual cannot trade with 
others he will normally be unable to specialize, at least if both com- 
modities are necessary to him. He will then be at a point such as R, 
where an indifference curve touches the production possibility curve. 


Fig. 1 
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As soon as another individual appears on the scene specialization 
may arise (Fig. 2). The individual may then get to a point such as V, 
whose exact location depends on the respective offer curves (cases 
of incomplete specialization are also possible). The post-trade point 
V is better than either of the pre-trade points R and U, and both 
parties therefore gain, but it is possible that only one party gains 
and the other remains where he was. 

The case here described differs from the Ricardian case of constant 
cost in that there will be a tendency to specialization even if there 
are no differences in relative efficiency (that is, even if P’Q’ and S’T’ 
are parallel). Specialization may even go against the comparative 
advantage (that is, P’Q’ may have a flatter slope than S’7’). Under 
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the Ricardian assumptions the benefits of specialization consist wholly 
in the utilization of comparative adavantages, but in the present 
case, which is essentially that of Adam Smith, the benefit comes 
mainly from the avoidance of coordination costs (in the widest sense) 
by the two individuals. It may be noted that Smith went out of his 
way to deny the existence of innate differences between individuals; 
in his theory such differences were unnecessary. Like the Declaration 
of Independence, which dates from the same year 1776, the Wealth 
of Nations is based on the premise that all men are born equal. 
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Although specialization will lead to the avoidance of individual 
coordination costs, it may in turn call for coordination between the 
two individuals. The simplest example is transportation cost. These 
external coordination costs may be heavy enough to outweigh the 
saving in internal coordination costs. In a box diagram such as Fig.2 
transportation costs may be represented by shifting all points refer- 
ring to the second individual to the left, thus narrowing the area 
between P’Q’ and S’T’ within which specialization is advantageous. 
The division of labor is thus limited by the extent of the market. 

Let us consider a slightly different example of specialization, which 
has attracted the attention of students of spatial competition such as 
Hotelling' and Loesch?. Imagine a population which is spread out, 
not necessarily evenly, along a road and which consumes a single 
commodity. This good is sold by firms who deliver it at the customer’s 


1. H. Horeuine, “Stability in Competition’’, Economic Journal, 1929, p. 41. 
2. A. Loescn, Die rdumliche Ordnung der Wirtschaft, Jena 1940 (English transl. 
The Economics of Location, New Haven, Conn., 1954). 
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door. All firms have the same cost function, consisting of a part 
proportional to their sales, a part proportional to the aggregate 
distance over which they have to deliver, and a part that is constant. 
There is free entry, so that no firm can make a profit over its total 
cost. Consumers buy in the cheapest market, but otherwise their 
demand is inelastic. 

A complete solution of this problem would have to specify the 
location of each firm and the prices it charges to its various customers. 
For our purpose we need only mention some general characteristics 
of the solution. The area served by each firm has to be just large 
enough to provide a margin of revenue over variable costs equal to 
the fixed costs. At the boundary between the territories of two firms 
both must charge the same price, since otherwise customers near the 
boundary would switch to the cheaper firm. This price at the bound- 
ary has to be equal to variable cost (the cost of the commodity plus 
transportation cost from the firm’s location), without any allowance 
for fixed costs. The latter have to be recouped from the customers 
inside the territory, and the prices charged to them will be the 
highest that will prevent new firms from establishing themselves at 
the boundaries between existing firms. In the case of a uniform dis- 
tribution of demand, for instance, the price charged will be the same 
everywhere. 

What matters to us at the moment is not the level of prices, but 
rather the fact that the above conditions determine the number of 
firms, though no explicit general formula for that number has as yet 
been derived. It is clear, however, that the number of firms depends 
critically on the ratio between the fixed costs and the transportation 
costs, or more generally, between the external and the internal co- 
ordination costs. 

Another example may serve to show that the above case is of 
wider importance than may appear at first sight. People’s feet are 
of different sizes, and shoes are the more comfortable the more their 
size corresponds to the size of the foot. On the other hand, the unit 
cost of a pair of shoes of a given size decreases with the number of 
pairs of that size that is produced, because it is expensive to switch 
from one size to another. Hence people may find it preferable to wear 
cheap shoes that do not fit their feet exactly rather than expensive 
shoes made to their measure. Under free entry (or even under mono- 
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poly) there will again be a definite number of sizes that is actually 
produced. In this case the transportation cost from the previous 
example has its parallel in the reduction of price consumers are willing 
to pay for badly fitting shoes. 

By now the listener may well wonder what all this has to 
do with biology. The connection is not really very remote. One of 
the most striking phenomena of the living world is its organization 
into species, of which there are hundreds of thousands, or even 
millions, each of them with a greatly varying number of members. 
Though vastly more complicated, this pattern has some analogy to 
that of the firms along a road, or of the discretely varying shoe sizes. 
Each species may be compared to one size of shoe, and its members 
to the shoes produced of that size. The advantages and disadvantages 
of the biological pattern can therefore not be too dissimilar from 
those of the economic pattern. 

We may, for instance, consider each species as adapted to one 
particular range of foods (though this is by no means the whole 
story). The wider the range of foods, the more complicated the 
anatomical and physiological arrangements necessary to obtain and 
digest each type of food efficiently; or in the above terminology, the 
higher the internal coordination cost. On the other hand, a wider 
range of foods makes possible a larger number of members of the 
species, because the danger of starvation is smaller. For each species 
there will consequently be an optimum range and an optimum 
number of individuals, as there was in the case of shoes. In reality this 
balance between range and number is only one element, though pro- 
bably a basic one, in the structure of advantages and disadvantages. 

It may of course be asked : advantages and disadvantages to whom? 
When it comes to the explanation of the characteristics of separate 
species biologists tend to use the word “‘advantage”’ quite freely, and 
usually in the sense of something which promotes survival. This may 
easily lead to paradoxical results; thus R.A. Fisher in his Genetical 
Theory of Natural Selection® maintains that evolution leads to an in- 
crease in fitness, which he defines as the chance of survival, from 
which it follows, oddly enough, that a species has the best chance of 
survival just before it becomes extinct. If we consider not separate 
species, but the whole animal world, the notion of advantage becomes 

3. Oxford 1930. 
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even more tenuous. Since the purpose of nature is unknown, and 
it may indeed be meaningless to ask if there is a purpose, teleological 
explanations may appear to be ruled out. This, it is often held, 
contributes the dividing line between the social and the biological 
sciences. 

It appears, however, that this view overestimates the purpose- 
fulness of human behavior. It is true that the rational man has long 
been a favorite with economists, but recently his standing has some- 
what declined. The development of the theory of choice, for instance, 
has cast doubt on many of the qualities with which the rational man 
was traditionally endowed. The realization of the importance of 
uncertainty has further undermined the concept of rationality, for 
which no satisfactory definition appropriate to uncertainty has yet 
been found. Moreover, it is sometimes argued that economic activi- 
ties are primarily distinguishable by the manner in, rather than by 
the motive with which they are carried out. Although nature may 
have no discernible motives, it may nevertheless operate in the same 
way as if it had a motive. 

Since there are therefore no major objections, what is the ad- 
vantage of extending economic analysis to biological phenomena? 
There is, I think, one important advantage. In economics we also 
observe species, such as different commodities, occupations, etc., but 
the boundaries between them are often vague for lack of a precise 
criterion of classification. Consequently any attempt to count the 
number of “individuals” in a “‘species”” would meet with considerable 
conceptual difficulties. In biology, however, there is a more definite 
criterion, even though it is not absolutely precise. Species are defined 
by the criterion of interfertility, the ability to produce fertile off- 
spring. The species of biology are therefore much more clearly defined 
than those of economics, and this is their principal advantage as an 
object of research. 

In this lecture I have indulged in rather wild speculation, but I 
hope I need not apologize for it. Provided it is administered in small 
doses and counterbalanced by large quantities of more solid inquiry, 
speculation is healthy for any science even though most of its results 
turn out to be wrong. 


Stanford University (U.S. A.) H. S. HourHAKKER 
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SUMMARY 


Adam Smith, whose discussion of specialization has not been superseded so far, 
declared the division of labor to be peculiar to human societies, but this view is 
disputed here. Specialization is shown to arise from indivisibilities; in the indi- 
vidual the latter appear in the form of internal coordination costs. By specializing 
the individual can avoid internal coordination costs at the expense of creating 
external coordination costs (such as transport charges). The optimum amount of 
specialization therefore depends on the balance between internal and external 
coordination costs. This is illustrated by an example from location theory, namely 
the distribution of sellers along a line when there are fixed costs. Another inter- 
pretation of the same model is the distribution of shoe sizes, and this is in turn held 
to be similar to the organization of living beings into species. If animal species are 
specialized in different kinds of food the internal coordination costs consist in the 
anatomical and physiological arrangements necessary to obtain and utilize each 
kind of food efficiently. The external coordination costs are reflected in the 
difficulty of finding suitable foodstuffs and the corresponding danger of starvation. 
There will consequently be a balance between the range of foods and the number 
of individuals in a species. These considerations involve the notion of biological 
advantage, which is held to be inessential. By extending economic analysis to 
biological data the study of specialization may be facilitated to the extent that 
biological species are more precisely defined than economic species. 


ZUSAMMENFASSUNG 


Wirtschaftswissenschaft und Biologie: Spezialisierung und Speziesbildung. Nach Adam 
Smith, dessen Erérterung der Spezialisierung bis heute uniibertroffen ist, ist die 
Arbeitsteilung ein ausschliesslich der menschlichen Gesellschaft zugehériges Pha- 
nomen. Diese Auffassung wird hier bestritten. Es wird gezeigt, dass Spezialisierung 
aus Unteilbarkeiten entsteht; diese erscheinen beim Individuum in Form von 
internen Koordinationskosten. Durch Spezialisierung kann das Individuum die 
internen Koordinationskosten vermeiden, wobei sich aber gleichzeitig externe 
Koordinationskosten ergeben (zum Beispiel Transportspesen). Das Optimum an 
Spezialisierung ist deshalb abhangig vom Ausgleich zwischen internen und ex- 
ternen Koordinationskosten. Dies wird an einem Beispiel der Standortstheorie 
illustriert, namlich der Verteilung von Verkaufern entlang einer Strasse, wobei 
fixe Kosten vorhanden sind. Eine weitere Interpretation des gleichen Modells ist 
die Verteilung von Schuhgréssen, und ahnlich liegen die Dinge bei der Organi- 
sation von Lebewesen zu Arten (Spezies). Geht man davon aus, dass tierische 
Arten hinsichtlich der Nahrung spezialisiert sind, so bestehen die internen Koordi- 
nationskosten in den anatomischen und physiologischen Merkmalen, die zur wirk- 
samen Aufnahme und Verwendung jeder Nahrung erforderlich sind. Die externen 
Koordinationskosten spiegeln sich in der Schwierigkeit, passende Nahrung zu 
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finden und in der damit einhergehenden Gefahr des Verhungerns. Es gibt dem- 
zufolge bei jeder Art einen Ausgleich zwischen dem Nahrungsbereich und der 
Zahl der Individuen. Diese Betrachtungen schliessen den Begriff des biologischen 
Vorteils ein, der fiir unwesentlich gehalten wird. Wenn man die wirtschaftswissen- 
schaftliche Analyse auf biologische Daten ausdehnt, wird das Studium der Spezia- 
lisierung insoweit erleichtert, als biologische Arten genauer definiert sind als 
ékonomische. 


RESUME 


Sciences économiques et biologie: spécialisation et constitution des espéces. Selon Adam Smith, 
dont l’analyse sur la spécialisation n’a pas été supplantée jusqu’a présent, la répar- 
tition du travail est un phénoméne particulier a la société humaine. Ce point de 
vue est combattu dans cet article. L’auteur montre que la spécialisation découle 
de indivisibilité; chez l’individu, cette derniére apparait sous la forme de frais 
de coordination interne. Par la spécialisation, l’individu peut éviter les frais de 
coordination interne, mais il en résulte simultanément des frais de coordination 
externe (tels que des frais de transports). Le point optimum de spécialisation 
dépend par conséquent de |’équilibre entre les frais de coordination interne et 
externe. Cela est illustré par un exemple de la théorie de l’emplacement, a savoir 
la répartition, le long d’une rue, de vendeurs ayant des frais fixes. Une autre inter- 
prétation du méme modéle est la répartition des pointures des souliers et il en va 
de méme en ce qui concerne l’organisation des étres vivants en espéces (species). 
Si l’on part du fait que les espéces animales sont spécialisées quant a la nourriture, 
les frais de coordination interne consistent dans les caractéristiques anatomiques 
et physiologiques qui sont nécessaires pour obtenir et utiliser efficacement chaque 
sorte de nourriture. Les frais de coordination externe se traduisent par la difficulté 
de trouver la nourriture qui convient et par le danger correspondant de famine, 
Par conséquent, il existe pour chaque espéce un équilibre entre la quantité de 
nourriture et le nombre des individus. Ces considérations impliquent la notion 
d’avantage biologique qui est tenue pour peu importante. En étendant I’analyse 
économique aux données biologiques, l’étude de la spécialisation peut étre facilitée 
étant donné que les espéces biologiques sont mieux définies que les espéces écono- 
miques. 





THE GENESIS 
OF THE INDUSTRIAL REVOLUTION 
IN FRANCE AND GERMANY 
IN THE 18th CENTURY 


The end of the Napoleonic wars has often been regarded as a suitable 
point at which to embark upon a discussion of the industrial revo- 
lution on the Continent. Clapham emphasised the importance of 
the year 1815 because “‘the mere cessation of wars which have been 
almost continuous for over twenty years is in itself an economic event 
of some magnitude’’!. Georges Bourgin suggests that Dunham star- 
ted his study of the industrialisation of France in 1815 because that 
year was as significant from an economic as from a political point of 
view”. The accounts by Sombart, von Waltershausen and Benaerts 
of Germany’s transformation from an agrarian to an industrial 
country all start after the Treaty of Vienna‘®. 

While the period of reconstruction after the Napoleonic wars was 
an important phase in the evolution of the French and German 
economies the genesis of the industrial revolution must be sought in 
the years 1740—1815'. The first steps towards industrialisation had 


1. Sir Joun CLapuHam, The Economic Development of France and Germany 1815-191 4, 
grd edn., Cambridge 1928, p. 1. 

2. ‘*Napoléon tombé, le régime administratif qu’il a édifié, ou pour le moins 
mis au point, subsiste, l’ére des guerres est close, et l’industrie, qui a commencé a 
se créer en partie avant son régne, mais qui s’est organisée grace aux effets du 
blocus, grace aussi au travail des grands conseils techniques qui ont renseigné 
l’Empereur sur les problémes essentiels de la production, du commerce et de la 
main-d’ceuvre”’. G. Bourcin in preface to A. L. Dunuam, La révolution industrielle 
en France 1815-48, Paris 1953, p.Ix. 

3. WERNER SomBart, Die deutsche Volkswirtschaft im 19. Jahrhundert ... 7th edn., 
Berlin 1928; A. SARTORIUS VON WALTERSHAUSEN, Deutsche Wirtschaftsgeschichte 
1815-191 4, 2nd edn., Jena 1923; PrERRE BeNnarErts, Les origines de la grande industrie 
allemande, Paris 1933. 

4. For the industrial expansion of France, Germany and Russia in the 17th 
and 18th centuries see JoseEF KuiscnHer, “‘La grande industrie aux xvue-xvule 
siécles (France-Allemagne-Russie)”’, Annales d’ Histoire économique et sociale, vol.1, 
1931, p. 11-46. For the development of the Continental textile industries in the 
17th and 18th centuries see Paut Leurtuiot, ‘Commerce et industrie en Europe 
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already been taken before the French revolution and then the wars 
of 1792-1815 fostered the production of iron, armaments and cloth 
while beet sugar refineries and Leblanc soda works expanded be- 
cause of the exceptional circumstances of wartime. Despite the da- 
mage inflicted upon some branches of industry by the Continental 
System the economies of France and Germany were probably 
stronger in 1815 than they had been in 1789. 

So rapid was the growth of British industry in George III’s reign 
that the significance of parallel, though more modest, developments 
in France and Germany may be overlooked. If the pace of British 
industrial expansion be taken as a yardstick of economic develop- 
ment then the progress made by Continental countries between 1740 
and 1815 was relatively slow. But if the extension of manufactures 
in France and Germany be studied without reference to so exceptional 
a standard it will be seen that important economic advances were 
being made. 


I 


Adam Smith thought that “the most decisive mark of the prosperity 
of any country is the increase in the number of its inhabitants”. 
One factor which influenced British industrialisation was undoubt- 
edly the increase in population®. Finlayson estimated that England’s 
population rose from 5,100,000 in 1720 to 9,180,000 in 1811. On the 
Continent too population was increasing. Between 1700 and 1789 the 
population of France probably rose from about 18,000,000 to 


du xvié siécle: les industries textiles’’, Relazioni del x. Congresso Internazionale di 
Scienze Storiche, Vol. tv: Storia moderna, Rome 1955. For the economic development 
of Germany in the 16th, 17th and 18th centuries see WILHELM TREUE, Wirtschafts- 
und Sozialgeschichte vom 16. bis zum 18. Jahrhundert, Sonderabdruck aus GEBHARDT, 
Handbuch der deutschen Geschichte, Vol. u, 8th edn., 1955. 

5. A.M.Carr-SAunDErs, The Population Problem, Oxford 1922, p. 23. 

6. For Britain’s population in the 18th century see G. TALBoT GRIFFITH, 
Population Problems of the Age of Malthus, Cambridge 1926; M.C.Buer, Health, 
Wealth and Population in the Early Days of the Industrial Revolution, London 1926; 
T.H.Marsua t, “The Population Problem during the Industrial Revolution’”’, 
Economic History, Vol. 1, 1929, p. 429-456; and H.J. Hasaxkuk, “English Popu- 
lation in the 18th Century”, Economic History Review, second series, Vol. v1 (1953), 
No. 2, p. 117-133. 


192 W. O. HENDERSON: THE GENESIS OF THE 


24,000,000’ while Prussia’s population is estimated to have grown 
from 2,380,000 to 5,750,000 (1740-83), Saxony’s from 1,600,000 to 
2,000,000 (1722-1802), and Wiirttemberg’s from 343,000 to 614,000 
(1707-94). There was at this time a tendency for people to move from 
the countryside to the towns and for the number of large cities to in- 
crease. In the eighteenth century London probably grew from 675,000 
to 865,000 inhabitants, Paris from 500,000 to 670,000, Vienna from 
175,000 to 232,000, and Berlin from 29,000 to 141,0008. The migra- 
tion of skilled artisans to regions in which new industries were being 
developed was another feature of population movements both in 
Britain and on the Continent. Frederick the Great, for example, 
succeded in attracting many skilled workers to Prussia in the period 
of reconstruction after the Seven Years War. 

Population growth and urbanisation normally foster an increase 
in agricultural output. New mouths have to be fed while expanding 
industry needs more raw materials such as wool, flax, hemp, hides 
and madder. In Britain scientific farming, enclosures and the ex- 
tension of the area of farmland led to a substantial increase in agri- 
cultural output in the eighteenth century. Did similar changes occur 
in France and Germany at this time? Although scholars are not 
agreed on the answer to this question much evidence is available to 
suggest that—despite many adverse factors—the level of agricul- 
tural output in these countries did increase in the eighteenth century. 
In France Arthur Young® praised the progress that was being made 
on many farms in Flanders, Alsace and Languedoc while the rise 
in the value of agricultural land suggests that farming was becoming 

7. Necker, writing in 1784, estimated the population of France at 24,800,000 
while three years later Calonne gave an estimate of 23,000,000. E. Levasseur’s 
estimate of 26,000,000 for 1789 is generally considered to be too high. For France’s 
population in the 18th century see also T.R. Mattuus, An Essay on the Principle 
of Population..., 1st edn., London 1798; new enlarged edn. London 1803; Every- 
man edn. in two volumes, Book u, ch. 6 and 7. 

8. J. KuwiscHer, Allgemeine Wirtschaftsgeschichte..., Vol. 1, Miinchen 1929, 
ch.1; Hans HaussHerr, Wirtschafisgeschichte der Neuzeit, Weimar 1954, ch. 12; 
M.R. REINHARD, Histoire de la population mondiale de 1700-1948, Paris 1950; and 
articles on ‘‘ Bevélkerungswesen”’ in the Handwérterbuch der Staatswissenschaften, 
Vol. II, Jena 1899, p. 653 et seq. 

g. See ARTHUR YouNG, Travels in France during the Years 1787, 1788, 1789, 
ed. by M. Betham Edwards, London 1915, and French translation (Voyages en 
France...), ed. by H. Sée (3 vols., 1931). 
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more profitable and this in turn suggests that output was expanding. 
In various parts of Germany clover, lucerne, potatoes, beet, hops 
and tobacco were introduced in the eighteenth century; the amount 
of fallow was reduced; indoor winter feeding of cattle was extended; 
the quality of livestock was greatly improved; and marshes and 
heathlands were being reclaimed. Developments of this kind played 
their part in promoting industrial expansion. 

One major factor which fostered British industry in the eighteenth 
century was the invention of many new machines and processes. 
Progress in the manufacture of textiles was associated with the in- 
vention of the water-frame, the mule jenny and the power loom while 
the iron and steel industry was revolutionised by the substitution of 
coal or coke for charcoal in the blast furnace and by the introduction 
of Huntsman’s method of making cast steel. The invention of the 
steam engine greatly increased the pace of industrialisation. 

Improvements in industrial technique were not confined to 
Britain at this time. Though the metallurgical industries of France 
were relatively backward in the eighteenth century! some progress 
was made since Réaumur popularised new methods of producing 
malleable cast iron and of turning wrought iron into steel while Louis 
Clouet made cast steel. Notable advances were made in the manu- 
facture of textiles since Jacquard invented a silk loom; Oberkampf 
and Widmer made a cylinder for printing cloth; and Macquer and 
Berthollet discovered a better method of dyeing cloth. Leblanc made 
artificial soda and Chappe invented the semaphore". The training 
of engineers was fostered by the establishment of the Ecole des ponts 
et chaussées (1747), the Ecole des mines (1793) and the Ecole polytech- 


nique (1794)!” while information concerning inventions was dissemi- 


10. For the backwardness of the French steel industry in this period see, e.g., 
RENE TREssE, ‘‘ Le développement de la fabrication des faux en France de 1785 
a 1827...”" in Annales: Economies, Sociétés, Civilisations, x (July—Sept.), Paris 1955, 
Il, p- 343. 

11. See S.T.McCuoy, French Inventions in the Eighteenth Century, University 
of Kentucky Press, 1952, and J. BERTRAND, L’ Académie des sciences et des académiens 
de 1666 a 1793, Paris 1869. 

12. The Ecole des ponts et chaussées and the Ecole polytechnique trained engineers 
and architects for the public service while, later, the Ecole centrale des arts et manu- 
factures (founded 1829) trained technicians for private industry. For the Ecole 
des ponts et chaussées see DE Dartetn, “Notice sur le régime de l’ancienne Ecole 
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nated by learned societies!’®, the publication of scientific journals'*, 
the setting up of industrial museums", and the holding of industrial 
exhibitions!®, Few notable contributions to the advancement of 
technical knowledge were made in Germany in the eighteenth cen- 
tury though reference may be made to a water-pressure engine con- 
structed by Winterschmidt, to new dyes invented by Diesbach and 
Barth!’, and to the establishment of the world’s first beet-sugar refi- 
nery by Achard!*. In Germany considerable progress was made in 
higher technical education’®. Berlin had its Academy (1799); 
Brunswick had its Collegium Carolinium (1745); Hamburg had its 
Commercial College (1767) ; and there were excellent mining colleges 
at Freiberg (1765-66) and Clausthal (1765). New learned societies, 
such as the Patriotische Gesellschaft of Hamburg (1763)?°, were 
centres from which scientific and technical information spread 
throughout Germany. 

Details concerning English inventions were soon available in 


des Ponts et Chaussées...”’ in the Annales des Ponts et Chaussées, Paris 1906, Part 2, 
p.5-143 and the extracts from LecreusBe, “Essai historique sur le corps des 
Ponts et Chaussées’? which appeared in the Mémeires de la Société historique et 
archéologique de l’ Orléanais, Vol. xxxtx, Orléans 1905, p. 415-572. 

13. E.g. the Société pour l’encouragement de |’ industrie nationale (founded 1801) ; 
this society published a bulletin which played an important part in spreading 
technical knowledge. 

14. E.g. the Journal des Mines (founded 1795) which became the Annales des 
Mines after 1816. 

15. E.g. the Conservatoire des arts et métiers (founded 1794). 

16. Industrial exhibitions were started in Napoleon’s day by Frangois de 
Neuchateau and by Comte Chaptal (Minister of the Interior). The first was held 
in 1798. 

17. Diesbach invented “Berlin blue” in 1707 while Barth invented “‘ Saxon 
blue” in the 1740’s. 

18. A German chemist named Marggraf discovered that sugar could be 
extracted from sugar-beet. Achard’s pioneer sugar-beet refinery at Kunern in 
Silesia was erected in the 1790’s and was subsidised by the King of Prussia. In the 
three years 1811-13 the number of sugar refineries in France increased from 
66 to 213. 

19. See K. Karmarscn, Geschichte der Technologie, Miinchen 1872. 

20. The Patriotische Gesellschaft of Hamburg and Napoleon’s Société pour |’en- 
couragement de |’industrie nationale were modelled on the Royal Society of Arts 
(founded 1754); see D.Hupson and K.W.Luckuurst, The Royal Society of Arts 


1754-1954, London 1954, p. 150. 
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France and Germany despite the efforts of the British authorities to 
keep such information secret. The export of certain machines and 
blueprints and the emigration of skilled artisans was forbidden. Some 
“industrial spies” were caught and punished as when Charles Albert 
was fined and imprisoned in 1792 for trying to smuggle men and 
machinery to France. But many foreigners visited—and even worked 
in—English factories and defied the law by sending abroad machines, 
models and blueprints. In 1764 Gabriel Jars looked over collieries 
near Newcastle on Tyne, studied Huntsman’s method of making 
cast steel at Sheffield, and examined Roebuck’s blast furnaces at the 
Carron ironworks. In 1775 Marchant de la Houliére saw several 
ironworks and engineering establishments in the Midlands and at 
Newcastle. German engineering experts who travelled in England in 
the second half of the eighteenth century included von Reden, Stein, 
Eversmann, Baader and Reichenbach. They were mainly interested 
in ironworks and engineering establishments such as the Soho works 
of Boulton and Watt. 

By these means some Newcomen and Watt pumps were erected in 
mines on the Continent; a few coke furnaces were introduced into 
ironworks; fly shuttles, waterframes and mule-jennies appeared in 
some of the textile factories and rotative steam engines were set up 
to work cornmills and textile machines. There were probably about 
two hundred steam engines in France in 1810. 

Moreover English experts crossed the Channel to introduce ma- 
chines to the Continent and to show local workers how to use them. 
Some English experts settled permanently abroad. John Kay spent 
many years in France where he introduced his fly-shuttle and card- 
making machine. John Holker, an exiled Lancashire Jacobite, foste- 
red the development of the Normandy textile industries and as an 
Inspector General of Factories he travelled widely in France to pro- 
mote the adoption of new textile machinery. Michael Alcock estab- 
lished metalworks at la Charité, Saint-Etienne and Roanne. William 
Wilkinson supervised the erection of a royal cannon foundry at Indret 
and set up, at the Le Creusot ironworks, the first furnace on the 
Continent to use coke successfully. Later he smelted lead ore with 
coke in a Prussian State mine at Tarnowitz (Silesia). A steam pump, 
one of the first to be erected in Germany, was supplied to this mine 
(the Friedrichsgrube) by John Wilkinson—William’s brother—in 
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1787-88. John Baildon erected coke furnaces in Silesia at State 
ironworks at Gleiwitz and Zabrze and at the privately owned Hohen- 
lohehiitte”®. 

The improvements in communications promoted the progress of 
manufactures in Britain in the eighteenth century. On the Continent, 
too, the construction of roads, bridges, canals and harbour-works 
increased industrial efficiency by improving the transport of raw 
materials to the workshops and of finished goods to the consumers. 
In France D.C. Trudaine reorganised the administrative arrange- 
ments for maintaining the highways (1743-69) and the general stan- 
dard of roadbuilding was improved by engineers trained at the new 
Ecole des ponts et chaussées. Pierre Tresaguet invented a new method of 
road building which was particularly successful in the Limousin 
district in the days when Turgot—Intendant of the Généralité of 
Limoges, 1761-74—was in charge of the local government of this 
region. Turgot substituted a tax for forced labour on the roads and 
he engaged contractors to repair bridges and highways. The local 
inhabitants viewed his methods with some suspicion but the autho- 
rities in Paris agreed to give the new scheme a trial. Arthur Young 
subsequently declared that the Limousin roads were among the best 
in the country. By 1789 France had a network of 40,000 km of roads”®. 

Stein’s highways in the County of Mark may serve as an example 
of road improvements in Germany at this time. Stein came to the 
County of Mark—which included part of the Ruhr coalfield—in 
1784 as a Prussian mining official. But he soon accepted new respon- 
sibilities in the wider field of local government. Stein, like Turgot, 


21. For British influence on the industrialisation of France and Germany, 
see W.O.HENDERSON, Britain and Industrial Europe 1750-1870, Liverpool 1954. 
For Holker see ANDRE Rémonpb, John Holker, Manufacturier et grand fonctionnaire 
en France au XVIII® siécle, 1719-1786, Paris 1946; and for the Wilkinsons see W. H. 
CHALONER, “John Wilkinson, Ironmaster”’, History Today (London), May, 1951, 
p. 63-69. 

22. For D.C. Trupaine see the obituary notice (éloge) in the proceedings of 
the French Academy of Sciences (1769) and E.CHoututer, Les Trudaine, Arcis 
sur Aube 1884; PrerrE TresaGuet, Mémoire sur la construction des chemins dans 
la généralité de Limoges, 1775; for Turgot see J.A.N.DeEConporcet, Vie de Mon- 
steur Turgot, London 1786, and JoHN Mortey, Biographical Studies, London 1923, 
p-1-gt. For the history of the French roads see Henri Cavaiues, La route 
Srangaise, Paris 1946. 
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dispensed with forced labour in the building of roads. He secured 
funds from government grants, local rates and loans and he even 
paid some of the contractors’ bills out of his own pocket. His roads 
from Siegen to Herdecke and Meinerzhagen and from Herdecke to 
Soest laid the foundations of the modern system of highways in the 
Ruhr®’. 

Some progress, too, was made in the improvement of inland water- 
ways. In France no great waterway was built which could compare 
with Colbert’s Languedoc Canal but there was considerable govern- 
ment activity in improving the waterways of the northern industrial 
region‘. In Prussia in the eighteenth century the Havel and the Oder 
were joined by the Finow Canal. The Plauer and the Templin canals 
were completed in 1745; the Fehrbellin Canal in 1766; the Brom- 
berg Canal in 1774; and the Klodnitz Canal in 1806. The navigation 
of the River Ruhr was improved in the 1770’s*®. 


II 


Industrial expansion requires capital as well as machinery and com- 
munications. In Britain this was provided by landowners whose 
wealth came from rents; by merchants who had made money in 
home or overseas trade; and by entrepreneurs who ploughed profits 
back into industrial undertakings. ‘“‘The Bank of England, the 
London financial houses, the country banks and various exchanges 
provided the necessary financial framework within which new in- 
dustrial enterprises could expand’’*, Similar developments oc- 
curred on the Continent on a more modest scale. Thus in Upper 
Silesia some of the great feudal lords financed collieries and foundries 


23. See H. AcHENBACH, “‘ Geschichte der kleve-markischen Berggesetzgebung 
und Bergverwaltung bis zum Jahre 1815”’, Zeitschrift fiir das Berg-, Hiitten- und 
Salinenwesen in dem preussischen Staate, Berlin, Vol. xvu (1869), p. 178 et seg., and 
W. Serto, “ Des Freiherrn vom Steins Verdienste um die Bergwirtschaft”’, idem, 
Vol. Lxxrx, Part B. 

24. H. Sée declares that in this region “‘tout un réseau fut achevé”’ (La 
France économique et social au XVIII° siécle, Paris 1946, p. 113). 

25. For canal building in Germany see the British Admiralty Geographical 
Handbook on Germany, Naval Intelligence Division, Vol. tv (1945), ch. 5. 

26. W. O. HENDERSON, Britain and Industrial Europe 1750-1870, Liverpool 1954, 
p. I. 
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on their estates while in Saxony the Lauchhammer ironworks owed 
their existence to aristocratic landowners?’. The investment mania 
associated with John Law’s Mississippi scheme suggested that ample 
funds were available in France but they were attracted to public 
loans, chartered trading companies and tax-farming rather than to 
industrial enterprises. 

Comparatively little wealth from overseas trade found its way into 
industrial enterprises on the Continent at this time. France’s expan- 
ding colonial trade** received a setback when Canada and India 
fell into English hands. The profits from Germany’s exports to Latin 
America financed the purchase of tropical products rather than the 
establishment of industrial enterprises**. In Prussia legal restrictions 
hampered the flow of capital from the ports to the hinterland. In 
the 1780’s and 1790’s however, some of the leading French and Ger- 
man ports were in a flourishing condition. Arthur Young declared 
that “the commerce, wealth and magnificence” of Bordeaux greatly 
surpassed his expectations and that ‘“‘we must not name Liverpool 
in competition with Bordeaux’’?°. Hamburg’s commerce expanded 
after the American colonies gained their independence since direct 
trade with North America now became possible. The number of 
ships entering the Elbe in 1796 was 239. At this time Hamburg 
handled large quantities of grain in transit from Baltic to English 
ports and also took over some of the trade of Amsterdam when that 
port fell into French hands. 

The leading Continental banks in the eighteenth century were to 


27. For the Lauchhammer ironworks see Fritz Repiicn, “A German 
Eighteenth Century Ironworks during its First Hundred Years”, Bulletin of the 
Business Historical Society, Vol. xxvui (ii), June 1953, p. 69 et seq. 

28. The significance of France’s trade with the colonies in the 18th century 
may be judged from the fact that nearly half the sugar consumed in the world 
came from San Domingo. It has been stated that “‘by 1738 San Domingo was 
exporting twice as much sugar as Jamaica, and both Martinique and Guade- 
loupe were more prosperous than Barbados” (Admiralty Geographical Handbook 
on France, Naval Intelligence Division, Vol. 1 (1942), p.111. 

29. The value of Germany’s exports to the Spanish and Portuguese colonies 
alone in 1807 was estimated at between ten and fifteen million pesos (PERCY 
Ernst Scuramm, Deutschland und Ubersee, Braunschweig /Berlin/Hamburg /Kiel, 
1950, p. 41). 

go. ARTHUR YOUNG, Travels in France during the Years 1787, 1788, 1789, ed. by 
M. Betham Edwards, London 1915, p. 67. 
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be found in Switzerland and Holland rather than in France or 
Germany. The Bank of Hamburg, however, grew in importance in 
this period. The trade of north Germany, Scandinavia and the Baltic 
was facilitated when this bank established the Mark Banco. This was 
not a coin in actual circulation but a unit of “bank money” used on 
invoices, bills of exchange and other commercial documents. Its 
value was fixed whereas many of the German currencies were de- 
based from time to time. Moreover the activities of the Berlin mer- 
chant David Splitgerber*! who acted as Frederick the Great’s finan- 
cial agent, showed how in Prussia the function of private banker was 
beginning to be differentiated from that of merchant. 

Since Continental manufacturers frequently found it difficult to 
raise sufficient funds for their needs, governments themselves in- 
vested money in industry and also tried to tempt private investors 
by granting various privileges to manufacturers. In Britain, in the 
age of laissez-faire, people were satisfied if the State maintained law 
and order, established a sound currency and pursued a commercial 
and navigation policy which gave adequate protection to farmers, 
manufacturers and shipowners. But there was no nationalised sector 
of the economy and the State did not own or manage industrial enter- 
prises*?, In France and Germany, however, the climate of public 
opinion was entirely different. In those countries governments were 
expected to promote industrial expansion in many different ways. 
The establishment of nationalised mines, foundries, mills and factories 
and the granting of State aid to private firms were regarded as nor- 
mal methods of fostering economic prosperity. 

Many factors influenced the attitude of Continental governments 
towards economic affairs in the eighteenth century. The years 
1740-1815 marked the initial phase of a transition in the structure of 
the economy, the consequence of which did not become fully ap- 
parent until after the Napoleonic wars. Many contemporaries failed 


31. W.Treue, ‘‘ David Splitgerber, Ein Unternehmer im preussischen Mer- 
kantilstaat, 1683-1764”’, Vierteljahresschrift fiir Sozial- und Wirtschaftsgeschichte 
(Stuttgart), Vol. x1, Heft m1. 

32. The government, however, maintained an arsenal at Woolwich and 
several naval dockyards (e.g. Portsmouth and Chatham). It built roads in the 
Highlands of Scotland after the Jacobite revolt of 1745 and later subsidised the 
construction of the Holyhead-London road. The post office was run by the State. 
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to appreciate that a significant change was taking place. For them 
mercantilist principles represented a policy which had proved its 
worth since the days of Colbert. The force of tradition was strong and 
it was natural that the policy of the State towards agriculture and 
industry should follow well established precedents. But in the second 
half of the eighteenth century there were manufacturers, merchants, 
civil servants and ministers of State on the Continent who realised the 
importance of changes that were taking place on the other side of the 
English Channel. They saw that a new industrial economy based 
upon coal, iron, machinery, steampower and factories was making 
Britain both wealthy and powerful. They believed that similar op- 
portunities lay within their grasp but that—for various reasons—what 
was being accomplished in Britain by private enterprise alone could 
hardly be achieved on the Continent unless the State gave effective 
assistance and encouragement to private manufacturers. The in- 
dustrial policy of Continental governments in the eighteenth century 
was thus partly the continuation of a traditional policy which aimed 
at strengthening an old established economy and partly an attempt 
to adapt well tried methods to the needs of a changing age. 
Werner Sombart has discussed the significance of the armaments 
industry and of certain luxury industries in the history of the evolution 
of modern capitalism*’, All countries were obviously bound to make 
adequate defence preparations. It was common for States to estab- 
lish foundries (for casting cannon) ; factories for the manufacture of 
small arms, gunpowder and ammunition; and dockyards for buil- 
ding naval vessels. The French naval ironworks at Indret and the 
Prussian royal foundry at Berlin were establishments of this type. 
The motive for fostering the production of luxuries was different. 
Silks, porcelain, glassware, carpets and curtains were articles of high 
value in relation to their weight and bulk which could be sent long 
distances without incurring high transport costs. Their export se- 
cured foreign currency with which to pay for essential imports. The 
Gobelin tapestries, the porcelain of Sévres, Meissen and Berlin were 
among the many luxury products made in nationalised workshops. 
Sometimes a branch of manufacture originally founded as a luxury 
industry expanded so that it produced cheaper articles for a wider 


33. WERNER SomBART, Luxus und Kapitalbildung, Miinchen und Leipzig 1913, 
and Krieg und Kapitalismus, Miinchen und Leipzig 1913. 
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market. The development of the glass industry in France illustrates 
this. In the seventeenth century the output of this industry, which 
grew up under the shelter of State patronage, consisted largely of 
high quality glassware. In the eighteenth century, however, French 
glassmakers were turning out not only luxury articles but also bottles 
and other types of glassware in common use. Relatively large facto- 
ries, using coal for fuel, were now taking the place of the old fashio- 
ned small woodburning workshops*. 

During Colbert’s administration the French government spent 
some 7,500,000 livres in promoting the cloth, silk, lace and carpet 
industries. Colbert established State workshops and granted sub- 
sidies to privileged ‘‘royal manufacturies’’*>, After his death less 
money for subsidies were available and several establishments foun- 
ded by Colbert were closed down. Later his policy was revived and 
between 1740 and 1780 the government gave or lent 6,800,000 livres 
to manufacturers and merchants while the King invested heavily 
in chartered overseas trading companies in the early stages of their 
development*®, 

Frederick the Great of Prussia—like Colbert—made great efforts 
to promote the growth of industry and trade*’. Here again some of 
the branches of manufacture fostered by the State did not long survive 
the death of their founder. But the silk industry of Krefeld and the 


34. For the early development of the French glass industry see three articles 
by P.-M. Bonpots in the Revue d’histoire économique et sociale (Paris), Vol. xxi 
(1936-37), p. 49-72, 237-261 and 333-361. 

35. For Colbert’s industrial policy see P. CLéiment (ed.), Lettres, instructions 
et mémoires de Colbert (8 parts in 10 vols.), Paris 1861-73, and P. CLEMENT, 
Histoire de Colbert et de son administration, 2 vols., 1874. 

36. For the work of the French Council of Commerce in the 18th century 
see P. BonNAssIEUX, Conseil de commerce et Bureau de commerce, 1700-1791, Paris 1900. 

37. For Frederick the Great’s industrial policy see the documents in Acta 
Borussica (Berlin): Denkmdler der preussischen Staatsverwaltung: 

(a) Getreidehandelspolitik (4 vols., 1896-1931) ; 

(b) Handels-, Zoll- und Akzisenpolitik (2 vols. in 3 parts, 1911-1928) ; 

(c) Miinzwesen (4 vols., 1904-1913) ; 

(d) Seidenindustrie (3 vols., 1892) ; 

(e) Wollindustrie (1933). 

See also Conrap Martscuoss, Friedrich der Grosse als Beférderer des Gewerbe- 
fleisses, Berlin 1912, and A. ZoTTMANN, Die Wirtschaftspolitik Friedrichs des Grossen, 
Vienna 1937. 
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collieries and ironworks of Silesia were among several Prussian in- 
dustries which continued to flourish in the nineteenth century. In 
Frederick the Great’s reign the output of existing state mines, 
foundries, saltworks and armament factories was expanded and new 
nationalised establishments were set up. Private manufacturers were 
encouraged by subsidies, loans and export premiums. The King 
established the Royal Bank of Berlin and the Overseas Trading Cor- 
poration (Seehandlung ). The acquisition of the port of Emden enabled 
him to promote commercial ventures beyond the narrow confines 
of the Baltic. The mining and metal industries of Silesia owed much 
to the active interest which the King took in the economic develop- 
ment of his new province. Blast furnaces and ironworks were erected 
near Oppeln at Malapane, Kreuzburg (1753-54), Jedlitz (1775) and 
Dembiohammer (1784). Reden, the exceptionally able official who 
took charge of the Breslau Mining Office in 1779, played an im- 
portant part in developing the coal and iron industries of Upper 
Silesia. He established a State lead-silver mine (Friedrichsgrube ) and 
smelting works (Friedrichshiitte) at Tarnowitz (1784-86), State coal- 
mines at Kénigshiitte (1790) and Zabrze (1791), and State foundries 
and engineering workshops at Gleiwitz (1796) and KGnigshiitte 
(1797-1801). He brought steam pumps and coke furnaces to Silesia 
and he promoted the building of the Klodnitz Canal to link Gleiwitz 
with the River Oder. He laid the foundations of the future expansion 
of one of Germany’s major industrial regions*®, 


Ill 


In France and Germany, as in Britain, industrial expansion even 
before 1815 was characterised both by the development of large units 
of production and the geographical concentration of manufactures in 
particular regions. Some of the regions on the Continent which be- 
came important in the nineteenth century were already of some 
significance in an earlier period. Two examples may be given—the 
industrial areas of French Hainault and the Saar. The coal and iron 
industries of French Hainault made striking progress in the eighteenth 


38. For Reden see A. ScHweMAnn, “Friedrich Wilhelm Graf von Reden”, 
in Bettrdge zur Geschichte der Technik und Industrie, ed. by Conrad Matschoss, 
Vol. xrv, Berlin 1924. 
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century. When Hainault was partitioned in Louis xiv’s reign the 
French government invited mining experts to prospect for coal in 
that part of the territory which was now in French hands. In 1716 
Vicomte Jacques Désandrouin decided to search for coal at Fresnes 
where his brother owned glassworks which imported their fuel from 
Mons. Coal was found near Fresnes in 1720 but the workings were 
flooded soon afterwards. Further seams were subsequently disco- 
vered in the same district but the quality of the coal was poor. In 
the 1720’s Désandrouin and his partner Taffin began prospecting 
in the Anzin region and here they were more fortunate. Good quality 
coal was found and mining commenced in 1736. Almost immediately 
the price of imported Mons coal fell from 15 to 12 francs per ton. By 
1756 Désandrouin’s interests in the new coalfield had expanded to 
such an extent that he employed 1,500 men of whom 1,000 worked 
underground. In the following year Désandrouin and Taffin joined 
a rival concern run by the Marquis of Cernay to form the Anzin 
Company and shortly afterwards the Prince of Croy who owned large 
mining concessions in the district became a new partner in the 
company*®. The iron industry of French Hainault was concentrated 
in the hands of only three families in the last quarter of the eighteenth 
century. The most important was the Despret family which owned 
numerous blast furnaces and forges in this region. Their interests 
extended beyond French Hainault to Lorraine, Champagne and the 
Austrian Netherlands*®. 

The development of the Saar industrial region between 1740 and 
1768 shows that the rulers of small German states were just as 


39. For the origins of the Anzin Company see R.SAMUEL-LAJEUNESSE, Les 
grands mineurs frangais, Paris 1948, p. 48-55, which includes extracts from a 
memorandum of 1756 entitled ‘‘ Observations sur le local, les travaux et l’utilité 
des mines 4 charbon de terre du Hainaut frangais découvertes et exploitées par 
le Vicomte Désandrouin et consorts en vertu de privilége”; and A. DE SaInt- 
Lécer, Les mines d’Anzin et d’Aniche pendant la Révolution, Part 1: Mine d’Anzin 
(2 vols., 1936-38). 

40. BERTRAND GILLE, Les origines de la grande industrie métallurgique en France, 
Paris 1947, p. 175-177. The Dietrich family in Alsace (Niederbronn) and the 
de Wendels in Lorraine (Hayange) dominated the iron industries of the eastern 
provinces of France. For Frangois-Ignace de Wendel see an article by JEAN 
CHEVALIER in the Annuaire de la Société d’ Histoire d’ Archéologie de la Lorraine (Metz), 
Vol. xu (1932), p. 181 et seq. 
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anxious as their more powerful neighbours to promote the economic 
expansion of their territories. Prince Wilhelm Heinrich of Nassau- 
Saarbriicken expanded the State ironworks at Fischbach, Geis- 
lautern, Sulzbach and St. Ingbert and established several nationa- 
lised coalmines. Moreover he gave every encouragement to Count 
William Stuart, Réchling and Heuss who tried to smelt iron with 
coal or coke instead of charcoal*!. After 1768, however, his successor 
(Prince Ludwig) handed over the management of the State iron- 
works and the collection of certain taxes to a French undertaking 
(Leclerc-Joly). Claude Savoye, the representative of this firm in the 
Saar, became the leading entrepreneur in the district. In 1792-93 
the French occupied the Saar and remained in possession for twenty- 
two years. A State Mining Office controlled the coalmines until 1797 
when they were leased to the Compagnie 7. B. Equer. In 1808 the Saar 
coalmines were again taken over by the State and this arrangement 
lasted until 1814. The French authorities actively promoted the de- 
velopment of the Saar industrial region. The coalfield was carefully 
surveyed by Duhamel and a mining school was set up at Geislautern 
in 1806-07. A canal was planned to link the Saar collieries with the 
saltworks of Chateau-Salins and Dieuze but only a small portion had 
actually been completed by 1814. Although there does not appear to 
have been any marked expansion of output of either coal or pig iron 
in the Saar between 1792 and 1814 the work of French mining engi- 
neers prepared the way for the future expansion of the Saar industrial 
region when it became part of the Prussian province of the Rhineland 
in 1815. 

41. For the Saar in the 18th century see J. Gayot and R. Herz, La mé- 
tallurgie des pays de la Sarre moyenne jusqu’en 1815, Nancy /Paris/Strasbourg, 1928, 
and W. KRAMER, Geschichte des Eisenwerkes zu St. Ingbert mit besonderer Beriick- 
sichtigung der Friihzeit, Speyer 1933. 

42. For the Saar under French rule between 1792 and 1814, see A. H. DE 
BonnaARD’s report of 1807 in the Journal des Mines (Paris), Vol. xxv (1809); a 
series of articles by P. Sainte CLarreE DEVILLE in the Annales des Mines ( Mémoires ), 
Paris, Series xu, Vols. 13 to 19 (1928-1931) and Series xin, Vols. 1 to 4 (1932- 
1933); R. Capot-Rey, Quand la Sarre était frangais, Paris 1928, and H. Over- 
BECK, “ Die Saarwirtschaft um 1800”, Vierteljahrschrift fiir Sozial- und Wirtschafts- 
geschichte (Stuttgart), Vol. xxvit (1934), p. 209-234. 
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IV 


In the light of the available evidence it may be suggested that the 
genesis of the industrial revolution in France and Germany may be 
sought in the second half of the eighteenth century rather than in the 
years following the Napoleonic wars. De Tocqueville has pointed out 
that in France a new spirit began to influence the Ancien Régime 
after about 17404%. The same might be said of the Germany of Frede- 
rick the Great and other enlightened rulers. In both countries a new 
vigour animated both the central government and the provincial 
authorities. Men like Trudaine, Turgot and Necker in France and 
Hagen, Heinitz and Reden in Prussia pressed forward with schemes 
for expanding industry and commerce. In both countries private 
enterprise responded to this stimulus. In both countries the growth 
of population encouraged farmers to produce more food and manu- 
facturers to produce more consumer goods. For both countries the 
industrial revolution in Britain was an example to be followed. 
Eighteenth century statistics are far from reliable but there is evidence 
to suggest that in France in the closing years of the Ancien Régime the 
total output of both iron and textiles was greater than the contempo- 
rary British output. 

Of course the economic progress made in France and Germany 
between 1740 and 1815 should not be exaggerated. Throughout this 
period there were many regions and industries which were as yet 
hardly affected at all by the new machines and the new methods of 


43. He wrote: “Environ trente ou quarante ans avant que la Révolution 
éclate, le spectacle commence a changer; on croit discerner alors dans toutes les 
parties du corps social une sorte de tressaillement intérieur qu’on n’avait point 
remarqué jusque-la... J’ai dit ailleurs que le contréleur général et l’intendant 
de 1740 ne ressemblaient point a l’intendant et au contréleur général de 1780. La 
correspondance administrative montre cette vérit: dans les détails. L’intendant 
de 1780 a cependant les mémes pouvoirs, les mémes agents, le méme arbitraire 
que son prédécesseur, mais non les mémes visées: l’un ne s’occupait guére que 
de maintenir sa province dans l’obéissance, d’y lever la milice, et surtout d’y 
percevoir la taille; l’autre a bien d’autres soins; sa téte est remplie de mille 
projets qui tendent a accroitre la richesse publique. Les routes, les canaux, les 
manufactures, le commerce, sont les principaux objets de sa pensée; |l’agri- 
culture surtout attire ses regards...” (L’Ancien Régime (1856), Oxford 1925, 
p. 176-177). 
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production. There was, however, a sufficient move towards industri- 
alisation to justify the view that it is in the eighteenth century that 
the origins of the industrial revolution on the Continent are to be 
found. 


University of Manchester W. O. HENDERSON 
(United Kingdom ) 


SUMMARY 


The purpose of this paper is to examine two aspects of the genesis of the industrial 
revolution in France and Germany. It has sometimes been assumed, first, that 
it was only after the Napoleonic wars that the origins of modern manufactures 
can be discerned in France and Germany and, secondly, that the general pattern 
of industrial development was much the same on the Continent as it had been in 
Britain. Both these assumptions require modification. Although several writers of 
standard works on the economic development of France and Germany have 
taken the year 1815 as their starting point there is ample evidence that the 
genesis of the industrial revolution in these countries had already occurred in 
the eighteenth century. And although there are no doubt important similarities 
between the early phases of industrialisation in Britain on the one hand and in 
France and ‘sermany on the other it is also true that the industrial revolution on 
the Continent was marked by special features—such as very active State en- 
couragement and the importance of the development of both the armaments and 
the luxury industries—which were of less significance in Britain. 


ZUSAMMENFASSUNG 


Die Anfange der industriellen Revolution in Frankreich und Deutschland im 18. Jahrhundert. 
Der vorliegende Artikel untersucht zwei Aspekte der Entstehung der industriellen 
Revolution in Frankreich und Deutschland. Es wird bisweilen angenommen, dass 
die Anfange des modernen Fabrikbetriebes in Frankreich und Deutschland in die 
Zeit nach den Napoleonischen Kriegen fallen und dass die industrielle Entwick- 
lung auf dem Kontinent und in England in ihren allgemeinen Ziigen weitgehend 
dieselbe ist. Beide Annahmen miissen modifiziert werden. Obwohl verschiedene 
Verfasser von Standardwerken iiber die Wirtschaftsentwicklung in Frankreich 
und Deutschland das Jahr 1815 zum Ausgangspunkt nahmen, lasst sich doch 
zeigen, dass die Urspriinge der industriellen Revolution in diesen Landern 
bereits im 18. Jahrhundert zu finden sind. Und obschon zweifellos bedeutende 
Ahnlichkeiten zwischen den ersten Phasen der Industrialisierung in England 
einerseits, in Frankreich und Deutschland anderseits bestehen, so war doch die 
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industrielle Revolution auf dem Kontinent durch Merkmale ausgezeichnet, die 
in England weniger in Erscheinung traten, wie zum Beispiel die starke aktive 
Unterstiitzung durch den Staat sowie die Bedeutung der Waffenfabrikation und 
der Luxusindustrien. 


RESUME 


La genése de la révolution industrielle en France et en Allemagne au xvit® siécle. L’objet 
de cet article est d’examiner deux aspects de la genése de la révolution industrielle 
en France et en Allemagne. On admet parfois que les origines des manufactures 
modernes en France et en Allemagne ne remontent qu’a la période consécutive 
aux guerres napoléoniennes et que les grandes lignes du développement industriel 
sur le continent sont sensiblement les mémes qu’en Angleterre. Ces deux assertions 
doivent étre revisées. Bien que plusieurs auteurs de manuels concernant le 
développement économique de la France et de |’Allemagne aient pris l’année 
1815 comme point de départ, il est amplement prouvé que la genése de la révo- 
lution industrielle dans ces pays remonte au xvu® siécle déja. Et bien qu’il y ait 
indéniablement d’importantes similitudes entre les premiéres phases de |’indus- 
trialisation en Grande-Bretagne d’une part, en France et en Allemagne de 
l’autre, il est tout aussi vrai que la révolution industrielle sur le continent a été 
caractérisée par des traits particuliers — tels que le soutien trés efficace de la part 
de l’Etat et l’importance du développement, a la fois de la fabrication d’armes et 
des industries de luxe — qui furent moins accusés en Grande-Bretagne. 





ZUR NEUEREN 
KRITIK DES MARXSCHEN GESETZES 
DER FALLENDEN PROFITRATE 


I 


Es gibt kaum einen Satz des 6konomischen Lehrgebaudes von Marx, 
der von der akademischen und nichtakademischen Kritik so ein- 
miitig abgelehnt wird, wie sein Gesetz des tendenziellen Falls der 
Profitrate. Und doch ist vielleicht in keinem Punkte die Argumenta- 
tion der Kritiker weniger befriedigend als in diesem. Als Beispiel 
mégen uns die Schriften von zwei anglo-amerikanischen Autoren 
dienen, die sich in der neuesten Zeit mit dem Marxschen Gesetz be- 
fassten. Es sind dies JOAN Rosinson! und der amerikanische Marxist 
Paut M. Sweezy?. 

Wie die alteren Kritiker des Gesetzes glauben auch Robinson und 
Sweezy Marx vor allem einer methodologischen Inkonsequenz bezich- 
tigen zu kénnen. Marx habe angeblich sein Gesetz unter der Voraus- 
setzung einer konstanten Mehrwertsrate konzipiert; er trenne willkiir- 
lich die die Profitrate senkenden von den sie hebenden Faktoren ab, um 
aus den ersten sein Gesetz selbst, aus den zweiten aber die ihm «ent- 
gegenwirkenden Ursachen» ableiten zu kénnen. Oder, wie es beim 
Urheber dieses Einwands, dem bekannten Marxkritiker L. v. Bort- 
kiewicz, heisst: 


«Das Fehlerhafte des von Marx gegebenen Beweises seines Gesetzes der fallen- 
den Profitrate besteht in der Hauptsache darin, dass er bei diesem Beweis die mathe- 
matische Beziehung zwischen Produktivitat der Arbeit und Mehrwertsrate ausser acht lasst. 
Letztere betrachtet er als einen Faktor fiir sich. Zu welchen Ungereimtheiten solch eine 
Isolierungsmethode iiberhaupt fiihren kann, ist aus folgendem sehr einfachem 
Beispiel zu ersehen. Es handle sich um eine positive Grésse a, die mit zwei anderen 
positiven Gréssen, 6 und c, durch die Beziehung a = b/c verbunden ist. Es fragt 
sich, in welcher Richtung sich a andert, wenn irgendeine vierte Grésse, d, sich 
andert, wobei jede der Gréssen 6 und ¢ von d abhangt. Es sei z.B. b = d® und 





1. JoAN Rosinson, An Essay on Marxian Economics, 3.Aufl., London 1949, 
Kap. v. 

2. Paut M.Sweezy, The Theory of Capitalist Development, New York 1942, 
Kap. v1. 
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c = d°, Die richtige Lésung der Frage ist offenbar diese. Man eliminiert 6 und ¢ 
aus dem Ausdruck fiir a, findet a = d*? und schliesst daraus, dass a in derselben 
Richtung wie d sich andert. Wendet man aber die Marxsche Isolierungsmethode 
auf den gegebenen Fall an, so kénnte man z. B. a durch 6/d* ausdriicken und aus 
dieser Formel den Schluss ziehen, dass a mit zunehmendem d kleiner und mit 
abnehmendem d grésser wird. Wiirde man dann noch hinzufiigen, dass eine 
Anderung von 6 diesen Zusammenhang allerdings triiben kénne, aber dass dies 
eine Sache fiir sich sei, so wirde damit die Wesensgleichheit dieses modus procedendi 
mit der Marxschen Isolierungsmethode um so deutlicher zutage treten». 

Wie verhilt es sich nun mit diesem Einwand? Hat sich Marx in 
der Tat einen solchen Verstoss gegen die Elementarregeln der Logik 


zuschulden kommen lassen? 


II 


Die erste (aber nur die erste) Seite des vom Gesetz des tendenziellen 
Falls der Profitrate handelnden 13. Kapitels in Band mm des Kapitals 
scheint allerdings den genannten Autoren recht zu geben. Marx be- 
ginnt hier namlich mit einem Zahlenbeispiel, mit dem er zeigen will, 
wie die Unterschiede in der organischen Zusammensetzung des 
Kapitals die besonderen Profitraten von fiinf verschiedenen Produk- 
tionszweigen (vor der Ausgleichung dieser Profitraten zu einer Durch- 
schnittsprofitrate) affizieren. Am einfachsten lasst sich dies natiirlich 
zeigen, wenn man voriibergehend von anderen Faktoren abstrahiert, 
die die Profitrate beeinflussen kénnen, und vor allem von den Unter- 
schieden im Exploitationsgrad der Arbeit. Deshalb nimmt Marx — 
wie in den vorigen Abschnitten in Band m — an, dass die Mehrwerts- 
rate in allen fiinf Produktionszweigen gleich 100% ist, dass also in 
allen die Arbeiter einen halben Tag fiir sich und einen halben Tag 
fiir die Unternehmer arbeiten. Es zeigt sich, dass die Profitraten in 





3. L.v. BorTKIEWICcz, «Wertrechnung und Preisrechnung im Marxschen Sy- 
stem», Archiv fiir Sozialwissenschaft und Sozialpolitik, September 1907, S. 466/467 
(Hervorhebungen von mir, auch in den folgenden Zitaten. R.R.) 

Ubrigens hatte Bortkiewicz seine Kritik nicht nur gegen Marx, sondern auch 
gegen J.St. Mill richten miissen, weil schon Mill das Problem des tendenziellen 
Falls der Profitrate im zweistufigen Verfahren behandelt, also zuerst das Gesetz 
selbst und dann die ihm entgegenwirkenden Faktoren betrachtet. (Auf diese 
methodologische Ahnlichkeit zwischen Marxens und Mills Darstellung des Ge- 
setzes hat zuerst H. GRossMANN in seinem Buch: Das Akkumulations- und Zusammen- 
bruchsgesetz des kapitalistischen Systems, Leipzig 1929, S.116, hingewiesen.) 
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den fiinf Produktionszweigen in umgekehrtem Verhiltnis zur Héhe 
der organischen Zusammensetzung stehen miissen*. Was aber vom 
Nebeneinander der verschiedenen Produktionszweige gilt, trifft auch zu 
auf das Nacheinander der verschiedenen Zustande des gesellschaftlichen 
Gesamtkapitals. Die Durchschnittszusammensetzung des _ gesell- 
schaftlichen Kapitals erhéht sich bestandig, und eben deswegen 
«muss dies allmahliche Anwachsen des konstanten Kapitals im Ver- 
haltnis zum variablen notwendig zum Resultat haben einen gra- 
duellen Fall in der allgemeinen Profitrate bei gleichbleibender Rate 
des Mehrwerts oder gleichbleibendem Exploitationsgrad der Arbeit 
durch das Kapital»®. Allein schon auf der nachsten Seite lesen wir: 





4. Marx gibt folgendes Beispiel (Das Kapital, Berlin 1947-1949, Bd. 1m, S. 238): 





























Industrie- Konet. Kap. Var. Kap. Raines Mehewertsrate Profitrate 
zweig /o 70 

I 50 100 100 100 662, 
II 100 100 100 100 50 

III 200 100 100 100 331 
IV 300 100 100 100 25 
V 400 100 100 100 20 








Es ist indes auf den ersten Blick klar, dass Marx sein Beispiel auch so hatte 
gestalten kénnen, dass die Mehrwertsrate von Produktionszweig zu Produktions- 


zweig ansteigen wiirde: 





























Industrie- Konst. Kap. Var. Kap. a ae Mehrwertsrate Profitrate 
zweig % Yo 
I 50 100 100 100 662 
II 100 100 130 130 65 
III 200 100 192 192 64 
IV 300 100 252 252 63 
V 400 100 310 310 62 








Auch hier wide also die Profitrate — trotz der stark ansteigenden Rate des 
Mehrwerts — graduell fallen. Allerdings, unter einer Voraussetzung nicht: wenn 
namlich die Mehrwertsrate bestandig in derselben Proportion steigen sollte, wie 
das variable Kapital relativ abnimmt. Warum aber Marx gerade diese Voraus- 


setzung a limine ablehnte, wird sich im weiteren zeigen. 


5. Ibid., S. 239. 
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«Die im Eingang hypothetisch aufgestellte Reihe (von fiinf Produktionszwei- 
gen) driickt ... die wirkliche Tendenz der kapitalistischen Produktion aus. Diese 
erzeugt mit der fortschreitenden relativen Abnahme des variablen Kapitals gegen 
das konstante eine steigend héhere organische Zusammensetzung des Gesamt- 
kapitals, deren unmittelbare Folge ist, dass die Rate des Mehrwerts bei gleich- 
bleibendem und selbst bei steigendem Exploitationsgrad der Arbeit sich in einer be- 
standig sinkenden allgemeinen Profitrate ausdriickt»®. 


Und drei Seiten nachher: 


«Das Gesetz von der fallenden Rate des Profits, worin dieselbe oder selbst eine 
steigende Rate des Mehrwerts sich ausdriickt, heisst in andern Worten: Irgendein 
bestimmtes Quantum des gesellschaftlichen Durchschnittskapitals, z.B. ein Ka- 
pital von 100 genommen, stellt sich ein stets grésserer Teil desselben in Arbeits- 
mitteln und ein stets geringerer Teil desselben in lebendiger Arbeit dar. Da 
also die Gesamtmasse der den Produktionsmitteln zugesetzten lebendigen Arbeit 
falltim Verhaltnis zum Wert dieser Produktionsmittel, so fallt auch die unbezahlte 
Arbeit und der Wertteil, worin sie sich darstellt, im Verhaltnis zum Wert des 
vorgeschossenen Gesamtkapitals. Oder: ein stets geringerer aliquoter Teil des 
ausgelegten Gesamtkapitals setzt sich in lebendige Arbeit um, und dies Gesamt- 
kapital saugt daher, im Verhaltnis zu seiner Grésse, immer weniger Mehrarbeit 
auf, obgleich das Verhdltnis des unbezahlten Teils der angewandten Arbeit zum bezahlten 
Teil derselben gleichzeitig wachsen mag»’. 


In demselben Sinne aber spricht sich Marx auch auf den Seiten 
247-248, 254-255, 257, 262 und 269 von Band m aus. Und schliess- 
lich hielt er es fiir nétig, am Ende des 14. Kapitels - «zur Vermei- 
dung von Missverstandnis» — zu wiederholen: 


«Das tendenzielle Sinken der Profitrate ist verbunden mit einem tendenztellen Steigen 
in der Rate des Mehrwerts, also im Exploitationsgrad der Arbeit... Die Profitrate 
fallt nicht, weil die Arbeit unproduktiver, sondern weil sie produktiver wird. 
Beides, Steigen der Rate des Mehrwerts und Fallen der Rate des Profits, sind nur 
besondere Formen, worin sich wachsende Produktivitat der Arbeit kapitalistisch 
ausdriickt », 


Die angefiihrten Stellen lassen sich durch mehrere gleich kate- 
gorische Ausserungen aus den Theorien iiber den Mehrwert erginzen®. 





6. Ibid., S. 239/240. 

7. Ibid., S.243. 

8. Ibid., S. 267/268. 

g. Vgl. MAxx, Theorien iiber den Mehrwert, Stuttgart 1905-1910, Bd.u/2, S. 179: 
«Die Profitrate fallt - obgleich die Rate des Mehrwerts identisch bleibt oder 
steigt -, weil das variable Kapital mit der Entwicklung der Produktivkrafte der 
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Wie man sieht, kam es Marx gar nicht in den Sinn, sein Gesetz bloss 
auf den Fall einer gleichbleibenden Mehrwertsrate zu beschranken. 
Selbst eine steigende Mehrwertsrate muss sich nach ihm letzten 
Endes in einer sinkenden Profitrate ausdriicken. All dies hindert je- 
doch die erwahnten Kritiker nicht, sein Gesetz in einem ganz an- 
deren Sinne zu deuten. So schreibt Mrs. Robinson iiber dieses Ge- 
setz: « Marx’s theory, as we have seen, rests on the assumption of a 
constant rate of exploitation». Daran kniipft sich folgender Einwand: 


«This proposition (d.h. das Marxsche Gesetz) stands out in startling contra- 
diction with the rest of Marx’s argument. For if the rate of exploitation tends to be 
constant, real wages tend to rise as productivity increases. Labour receives a 
constant proportion of an increasing total. Marx can only demonstrate a falling tendency 
in profits by abandoning his argument that real wages tend to be constant. This drastic 
inconsistency he seems to have overlooked... »1®. 


Zweitens aber, meint Mrs. Robinson, besteht das Marxsche Ge- 
setz «simply in the tautology: when the rate of exploitation is constant, 
the rate of profits falls as capital per man increases. Assuming 





Arbeit im Verhaltnis zum konstanten Kapital abnimmt. Sie fallt also nicht, weil 
die Arbeit unproduktiver, sondern weil sie produktiver wird. Nicht weil der Ar- 
beiter weniger, sondern weil er mehr ausgebeutet wird, sei es nun, dass die absolute 
Mehrarbeit wachst, oder, sobald der Staat dies hemmt, die kapitalistische Pro- 
duktion damit identisch ist, dass der relative Wert der Arbeit fallt und daher die 
relative Mehrarbeit wachst». Ferner waren die Seiten 285, 361, 369 und 429 
(Bd. ur) zu nennen. So sagt Marx auf S.361: «Ich habe das Fallen der Profitrate, 
trotz gleichbleibender und selbst steigender Rate des Mehrwerts, daraus erklart, dass 
das variable Kapital im Verhaltnis zum konstanten abnimmt, das heisst die leben- 
dige gegenwartige Arbeit im Verhaltnis zur vergangenen angewandten und 
reproduzierten Arbeit». Und auf S.369: «Hier lést sich also Hodgskins Ansicht 
auf in das allgemeine, von mir entwickelte Gesetz. Der Mehrwert, die Aus- 
beutung des Arbeiters, nimmt zu, aber zugleich fallt die Profitrate, weil das 
variable Kapital gegen das konstante fallt; weil die Masse der lebendigen Arbeit 
iiberhaupt relativ abnimmt mit Bezug auf das Kapital, von dem sie in Bewegung 
gesetzt wird. Ein grésserer Teil des jahrlichen Produkts der Arbeit wird vom 
Kapitalisten unter der Firma Kapital angeeignet und ein kleinerer unter der 
Firma Profit». Vgl. Das Kapital, Bd.im, S.274. 

10. Dasselbe Argument wird von Sweezy wiederholt: «We have seen that the 
tendency of the rate of profit to fall is deduced by Marx on the assumption that 
the organic composition of capital rises while the rate of surplus value remains constant. 
There seems to be no doubt about the propriety of assuming a rising organic 
composition of capital. Is it justifiable however, to assume at the same time a constant 
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constant periods of turnover, so that c+v measures the stock of 
capital: when s/v is constant and ¢/v is rising, s/(¢+-v) is falling»". 
Kein Wunder, wenn Joan Robinson schliesslich das vernichtende 
Urteil fallt, wonach Marxens «explanation of the falling tendency of 
profits explains nothing at all»...1. 


III 


Es ist klar, dass wir jetzt beide Einwande einfach beiseite schieben 
diirfen: da Marx keineswegs sein Gesetz an die Voraussetzung einer 
konstanten Mehrwertsrate kniipfte, kann ihm im gegebenen Falle 
weder eine «Inkonsequenz» noch eine «Tautologie» vorgeworfen 
werden. Damit ist indes der Vorwurf der «Isolierungsmethode» 
noch nicht erschépft. Denn wenn das Marxsche Gesetz in der Tat 
nicht auf der Annahme einer konstanten Mehrwertsrate beruht, 
warum werden dann von ihm die die allgemeine Profitrate hebenden 
Faktoren als «eine Sache fiir sich» behandelt? Wie kommt es, dass 
er so wichtige Momente, wie die « Erhéhung des Exploitationsgrads 
der Arbeit», die «relative Uberbevélkerung» usw. erst nach der 
Darstellung des Gesetzes selbst (im 14. Kap.) betrachtet und dass er 
ihnen bloss die Rolle von diesem Gesetz «entgegenwirkenden Ur- 
sachen» zuweist? 





rate of surplus value?—It is necessary to be clear about the implications of the 
latter assumption. A rising organic composition of capital goes hand in hand with 
increasing labor productivity. If the rate of surplus value remains constant, this 
means that a rise in real wages takes place which is exactly proportional to the 
increase in labor productivity. Suppose that labor productivity is doubled, that 
is to say, that in the same time labor produces twice as much as previously. Then, 
since an unchanged rate of surplus value means that the laborer works the same 
amount of time for himself and the same amount for the capitalist as previously, 
it follows that both the physical output represented by the wages and the physical 
output represented by the surplus value have also doubled. In other words, the 
laborer benefits equally with the capitalist in the increased productivity of his 
labor. While there can be no logical objection to an assumption which leads to 
this result, there are nevertheless grounds for doubting its appropriateness...» 
(Op. cit., S. 100/101). 

11. Rosinson, op. cit., S.36. Das Marxsche Zeichen m (Mehrwert) ist hier 
durch das Zeichen s (surplus value) ersetzt. 


12. Op. cit., S.42. 
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Eben dieser Einwand spielt in Sweezy’s Kritik eine grosse Rolle: 


«... It seems hardly wise to treat an integral part of the process of rising 
productivity (Sweezy meint das Ansteigen der Mehrwertsrate) separately and as 
an offsetting factor; a better procedure is to recognize from the outset that rising 
productivity tends to bring with it a higher rate of surplus value. Furthermore, 
this is what Marx usually does»}%, 


Es ist fiirwahr ein seltsames Argument. Das Problem, das vor 
Marx stand, war dieses: wie wirkt sich die bestandig anwachsende 
Produktivitat der gesellschaftlichen Arbeit auf die Durchschnitts- 
profitrate aus? Da die Hohe der Profitrate von zwei Faktoren ab- 
hangt: von der Mehrwertsrate und von der organischen Zusammen- 
setzung des Kapitals, und da das Wachstum der Produktivitat der 
Arbeit zumeist beide Faktoren beeinflusst, so lage in der Tat das von 
Bortkiewicz getadelte « Isolierungsverfahren» vor, wenn Marx z.B. 
nur die Steigerung der organischen Zusammensetzung in Betracht 
zége, ohne zu bemerken, dass die wachsende Produktivitat der 
Arbeit zugleich (wenn auch in geringerem Masse) die Mehrwertsrate 
heben muss ; oder wenn er umgekehrt fur die aus dem Wachstum der 
Produktivitat sich ergebende Steigerung der Mehrwertsrate sahe 
und die damit verbundene noch starkere Tendenz zur Erhohung der 
organischen Zusammensetzung ausser acht liesse. Indes: es gibt na- 
tiirlich auch Momente, die nur auf einen der beiden Faktoren ein- 
wirken, ohne zunachst unmittelbar auch den anderen zu treffen. So 
muss denn jedem aufmerksamen Leser des von den «entgegenwir- 
kenden Ursachen» handelnden 14. Kapitels von Band m auffallen, 
dass Marx z. B. in Abschnitt 1 dieses Kapitels (« Erhéhung des Exploi- 
tationsgrads der Arbeit») nur solche Ausbeutungsmethoden betrach- 
tet, wo, zugleich mit dem Steigen der Mehrwertsrate, «keine oder 
keine verhdltnismassige Vermehrung des konstanten Kapitals gegen das va- 
riable stattfindet», wo also die organische Zusammensetzung zunachst 
unverandert bleibt'*. Methoden hingegen, die «ein Wachstum des 





13. SWEEZY, op. cit., S. 101. 

14. «Es gibt viele Momente der Intensifikation der Arbeit, die ein Wachstum 
des konstanten Kapitals gegen das variable, also Fall der Profitrate einschliessen, 
wie wenn ein Arbeiter gréssere Masse von Maschinerie zu iiberwachen hat... 
Aber es gibt andere Momente der Intensifikation, wie z.B. beschleunigte Ge- 
schwindigkeit der Maschinerie, die in derselben Zeit zwar mehr Rohmaterial 
vernutzen, aber was das fixe Kapital angeht, die Maschinerie zwar schneller auf- 
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konstanten Kapitals gegen das variable, also Fall der Profitrate ein- 
schliessen» (d.h. im wesentlichen die Produktionsmethoden des re- 
lativen Mehrwerts) wurden natiirlich bei der Aufstellung des Ge- 
setzes selbst in Betracht gezogen. Ahnlich wird im 14. Kapitel die 
«relative Uberbevélkerung» nur betrachtet, insofern sie (infolge 
«der Wohlfeilheit und Masse der disponiblen oder freigesetzten 
Lohnarbeiter und des gréssern Widerstandes, den manche Produk- 
tionszweige, ihrer Natur nach, der Verwandlung von Handarbeit in 
Maschinenarbeit entgegensetzen») die Fortdauer von Produktions- 
zweigen mit besonders niedriger organischer Zusammensetzung er- 
méglicht. (Wovon aber die 1v. Sektion des 14. Kapitels nicht handelt 
und nicht handeln will, sind die allgemeinen Wirkungen der relativen 
Uberbevélkerung auf die Lohne und auf den Ausbeutungsgrad der 
Arbeit!®.) Und schliesslich gilt dieselbe Einschrankung auch fiir die 
nachtraglich eintretende Entwertung des konstanten Kapitals!®, so- 





nutzen, das Verhaltnis ihres Werts zum Preis der Arbeit, die sie in Bewegung setzt, 
indes keineswegs affizieren. Namentlich aber ist es die Verlangerung des Arbeits- 
tags, diese Erfindung der modernen Industrie, welch» die Masse der angeeigneten 
Mehrarbeit vermehrt, ohne das Verhdltnis der angewardten Arbeitskraft zu dem von thr 
in Bewegung gesetzten konstanten Kapital wesentlich zu verandern, und welche in der Tat 
eher das letztere relativ vermindert». (Das Kapital, Bd. 1, S. 260/261). Und eben 
von diesen Momenten handelt der Abschnitt 1 des 14. Kapitels. 

15. SwWEEzy irrt daher, wenn er gegen die Darstellung dieser Sektion den Vor- 
wurf erhebt: «It would seem, however, that a more important effect of the reserve 
army is... through competition on the labor market with the active labor force, 
to depress the rate of wages and in this way to elevate the rate of surplus value». 
(Op. cit., S.gg.) Hatte Marx dieses Thema gerade in der tv. Sektion diskutiert, so 
wirde das tatsachlich auf dasselbe hinauslaufen, was ihm Bortkiewicz und andere 
Kritiker vorwerfen... 

16. Eben der Umstand, dass Marx diese Entwertung des konstanten Kapitals 
unter die dem Fall der Profitrate entgegenwirkenden Ursachen zahlt, erregt 
Sweezy’s Unwillen: «It might seem that it would be preferable to look first at 
what might be called the ‘original’ increase of the organic composition, to observe 
the effects of this on the rate of profit, and only then to take account of the cheapen- 
ing of the elements of constant capital which is itself due to the rise in productivity 
associated with the ‘original’ increase. It might be held that if this were done, 
the rate of increase of the organic composition would appear much larger and that 
this fact is prevented from showing in the statistics only by one of the ‘counter- 
acting causes’. It is doubtful, however, whether any useful purpose can be served 
by such an attempt to preserve Marx’s implied distinction between the primary 
rise in the organic composition and the counteracting (but smaller) fall due to 
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wie fiir alle Produktionsmethoden, «die die Profitrate erhéhen bei 
konstanter Mehrwertsrate oder unabhdngig von der Mehrwertsrate»'?. Und 
wenn die Kritiker diesen methodologischen Unterschied zwischen 
dem 14. und dem 15. Kapitel nicht bemerkten, so liegt das gewiss viel 
weniger an dem etwas komplizierten Aufbau dieser Kapitel als an 
der vorgefassten Meinung, mit der sie an ihr Studium herantraten. 


IV 


Wenn nun aber Marx selbst die notwendige Wechselbeziehung zwi- 
schen der organischen Zusammensetzung und der Mehrwertsrate 
beriicksichtigte, wenn also sein Gesetz nicht auf einem willkiirlichen 
«Isolierungsverfahren» beruht, miissen wir nicht notgedrungen 
eben zur Auffassung gelangen, die die Tendenz zum Fall der Profit- 
rate leugnet? Hatten wir dann nicht allen Grund, etwa mit Sweezy 
zu sagen: 


«If both the organic composition of capital and the rate of surplus value are 
assumed variable..., then the direction in which the rate of profit will change 
becomes indeterminate. All we can say is that the rate of profit will fall if the percentage 
increase in the rate of surplus value is less than the percentage decrease in the 
proportion of variable to total capital». Indessen « there is no general presumption 
that changes in the organic composition of capital will be relatively so much 
greater than changes in the rate of surplus value that the former will dominate 
movements in the rate of profit. On the contrary, it would seem that we must 
regard the two variables as of roughly co-ordinate importance... In the general 
case, therefore, we ought to assume that the increasing organic composition of 
capital proceeds pari passu with a rising rate of surplus value»!8. 





the cheapening of the elements of constant capital. All that can ever be observed 
is the net change in the organic composition which is the resultant of both forces. 
It seems better, therefore, to use the expression ‘change in the organic composition 
of capital’ only in the net sense which takes account of cheapening of the elements 
of constant capital. If this is done there will perhaps be less temptation to think 
of the organic composition in physical instead of value terms». (Op. cit., S. 103/104. 
Wenn wir Sweezy glauben sollen, legt Marx seinem Gesetz die technische Zusam- 
mensetzung des Kapitals zugrunde, um sodann (im 14. Kap.) die Wertzusammen- 
setzung als einen «entgegenwirkenden Faktor» prasentieren zu kénnen! 

17. Das Kapital, Bd.m, S.263. (Von diesen Methoden handelt Marx sehr aus- 
fiihrlich im Abschnitt 1 von Bd. 11.) 

18. SWEEZY, op. cit., S. 102-104. 
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Oder, wie es bei Nat. Moszkowska heisst: 


«Die Profitrate wiirde bei technischem Fortschritt nur dann sinken, wenn nur 
die Kapitalzusammensetzung und nicht auch die Arbeitsproduktivitat steigen 
wirde. Senkt doch die steigende Arbeitsproduktivitat den Wert der sachlichen 
und persénlichen Produktionsmittel, schraubt mithin nachtraglich die Kapital- 
zusammensetzung (c/v + m) hinunter und die Mehrwertsrate (m/v) hinauf. Un- 
mittelbar nach Einfiihrung technischer Neuerungen, Ausstattung der Arbeiter 
mit kostspieligeren Produktionsmitteln steigt zwar die Kapitalzusammensetzung ; 
nach Verbilligung der Produktionsmittel dank der steigenden Arbeitsproduk- 
tivitat fallt sie aber wieder. Da nach Verbilligung der Konsumgiiter fiir Arbeiter 
auch der Lohn sinkt, d.h. die Mehrwertsrate steigt, so kann die Profitrate nicht 
fallen». 


Worauf also die Kritiker des Marxschen Gesetzes pochen, sind die 
dem tendenziellen Fall der Profitrate entgegenwirkenden Faktoren 
— einerseits die nachtragliche Entwertung der Elemente des kon- 
stanten Kapitals und anderseits das Steigen der Mehrwertsrate. Dass 
diese Faktoren am Werk sind, kann niemand leugnen; es fragt sich 
nur, in welchem Ausmass sie sich durchsetzen k6nnen. 

Was den ersten Faktor anbelangt, so geniigt es hier, wenn wir uns 
auf eine von den Kritikern nicht bemerkte Stelle aus dem Cherbuliez 
gewidmeten Kapitel von Band m der Marxschen Theorien berufen: 


«Es unterliegt keinem Zweifel — so lesen wir da -, dass die Maschinerie sich 
verwohlfeilert aus zwei Griinden: der Anwendung von Maschinerie in der Pro- 
duktion der Rohmaterialien, aus denen die Maschinerie besteht; der Anwendung 





19. Nat. MoszKowska, ur Kritik moderner Krisentheorien, Prag 1935, S.46. — 
In ihrem friiheren Buch (Das Marxsche System, Berlin 1929, S.118) sagt dieselbe 
Verfasserin: « Das ‘Gesetz vom tendenziellen Fall der Profitrate’ ist kein histori- 
sches, sondern ein dynamisches Gesetz. Es konstatiert nicht eine geschichtliche Tat- 
sache, namlich dass die Profitrate fallt, es formuliert lediglich die Abhangigkeit 
zweier Gréssen voneinander, namlich: 1. Wenn die Mehrwertsrate gleichbleibt, 
so sinkt die Profitrate; 2. wenn die Profitrate gleichbleibt, so steigt die Mehrwerts- 
rate. Das Gesetz driickt also nur einen funktionellen Zusammenhang aus. Und 
darum darf es sowohl das Gesetz vom tendenziellen Fall der Profitrate wie auch 
vom tendenziellen Steigen der Mehrwertsrate genannt werden». Dass bei dieser 
Interpretation vom Marxschen Gesetz nichts zuriickbleibt, ist offensichtlich. Den 
friiheren marxistischen Darstellungen gegeniiber (die sich meist einfach darauf 
beschranken, den Satz aus Bd.m zu wiederholen) hat Moszkowskas Buch den 
zweifellosen Vorzug, dass es zu einer praziseren Stellung des Problems zwingt. 
Warum trotzdem ihre Auffassung methodologisch nicht befriedigen kann, wird 
sich aus dem Spateren ergeben. 
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von Maschinerie bei der Verwandlung jenes Materials in Maschinerie. Allein 
damit ist zweierlei gesagt: Erstens, dass auch in diesen Branchen, verglichen mit 
den Instrumenten, die die Manufakturindustrie brauchte, das in Maschinerie aus- 
gelegte Kapital im Werte gegen das in Arbeit ausgelegte wachst. Zweitens: Was 
sich verwohlfeilert, ist die einzelne Maschine und ihre Bestandteile; aber es ent- 
wickelt sich ein System der Maschinerie; es tritt nicht nur eine einzelne Maschine 
an die Stelle des Werkzeugs, sondern ein System, das das Werkzeug, was vielleicht 
friiher die Hauptrolle spielte, ... nun zu vielen Tausenden sammelt. Jede einzelne 
Maschine, die dem Arbeiter gegeniibersteht, ist schon eine ungeheure Kollektion 
von Werkzeugen, die er friiher vereinzelt brauchte, wie 1800 Spindeln statt einer. 
Aber sie enthalt ausserdem Elemente, die das alte Werkzeug nicht enthielt usw. 
Trotz der Verwohlfeilerung des einzelnen Elements steigt die Gesamtmasse der 
Maschinerie enorm im Preise und die Ausdehnung der Produktivitat besteht in 
der bestandigen Ausdehnung dieser Gesamtmasse... Es ist also selbstverstandlich 
oder ein tautologischer Satz, dass der zunehmenden Produktivitat der Arbeit ver- 
mittelst der Maschinerie ein zunehmender Wert der Maschinerie relativ zur 
Masse der angewandten Arbeit, daher dem Werte der Arbeit, dem variablen 
Kapital entspricht »®°, 


Wie steht es aber mit dem Rohmaterial? 


« Dass seine Quantitat steigen muss im Verhaltnis der Produktivitat der Arbeit, 
ist klar, also die Masse des Rohmaterials im Verhaltnis zu der der Arbeit. (Aber 
kann dieses Wachstum der Masse nicht wettgemacht werden durch ein Wachstum 
der Produktivitat, das den Wert in gleichem Masse herabdriickt?#4) Wenn zum 
Beispiel die produktive Kraft in der Spinnerei sich verzehnfacht, also ein Arbeiter 
soviel spinnt wie friiher zehn, warum sollte nicht auch ein Neger soviel Baumwolle 
produzieren wie friiher zehn, also hier das Wertverhaltnis dasselbe bleiben? Der 
Spinner verbraucht in derselben Zeit zehnmal mehr Baumwolle, aber der Neger 
produziert in derselben Zeit zehnmal mehr Baumwolle. Die zehnmal gréssere 
Quantitét Baumwolle ist also nicht teurer als die friiher zehnmal kleinere. So 
bliebe tretz des Wachstums in der Quantitat des Rohmaterials sein Wertverhaltnis 
zum variablen Kapital dasselbe... Hierauf ist ganz einfach zu antworten, dass ein 
Teil des Rohmaterials, wie Wolle, Seide, Leder, durch tierisch-organische Prozesse, 
Baumwolle, Leinwand usw. durch vegetabilisch-organische produziert wird; es ist 
der kapitalistischen Produktion bisher nicht gelungen und wird nie gelingen, 
ebenso iiber diese Prozesse wie iiber rein mechanische oder unorganisch-chemische 
zu verfiigen. Zum Teil (aber) verteuert sich das Rohmaterial, wie Haute usw. 
und andere tierische Bestandteile, schon weil das Gesetz der Grundrente mit dem 
Fortschritt der Zivilisation den Wert dieser Produkte steigert. Was Kohle und 
Metalle angeht..., so wurden sie sehr verwohlfeilert im Fortschritt der Produk- 





20. Theorien, Bd.m, S. 428/429. 
21. Der in Klammern gesetzte Satz stammt vom Herausgeber der Theorien, 
K. KautTsky. 
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tion, indes bei Erschépfung der Minen wird auch dieses schwieriger usw. ... Die 
Verwohlfeilerung der Rohmaterialien, der Hilfsstoffe usw. verlangsamt das Wachs- 
tum des Wertes dieses Kapitalteils, hebt es aber nicht auf. Sie paralysiert bis zu einem 
gewissen Grade die Einwirkung dieses Wachstums auf den Fall der Profitrate. - 
Damit ist dieser Gegenstand erledigt»**. 


Soviel iiber die « Verwohlfeilerung der Elemente des konstanten 
Kapitals ». 


V 


Wie liegen aber die Dinge in bezug auf den Hauptbeweis der Kritiker 
—in bezug auf die, wie sie sagen, mit der organischen Zusammen- 
setzung pari passu ansteigenden Mehrwertrate? Die so argumentieren, 
iibersehen zwei Dinge. Erstens, dass... 


«der Wert der Arbeitskraft nicht in demselben Verhdltnis (fallt), wie die Produktiv- 
kraft der Arbeit oder des Kapitals steigt». Denn «diese Steigerung der Produktiv- 
kraft vermehrt auch in allen Zweigen, die nicht Lebensmittel direkt oder indirekt 
produzieren, das Verhaltnis des konstanten zum variablen Kapital, ohne irgendeine 
Anderung im Werte der Arbeit hervorzubringen. Die Entwicklung der Produktivkraft 
ist nicht gleichmassig. Es liegt in der Natur der kapitalistischen Produktion, dass 
sie die Industrie rascher entwickelt als die Agrikultur®*, Es geht dieses nicht aus der 
Natur des Bodens hervor, sondern daraus, dass er andere gesellschaftliche Ver- 
haltnisse braucht, um wirklich seiner Natur gemass ausgebeutet zu werden... 
Es kommt hinzu, dass — im Verhaltnis zu den anderen Waren - infolge des Grund- 
eigentums die Ackerbauprodukte teurer sind, weil sie zu ihrem Werte bezahlt 
und nicht zu den Produktionspreisen herabgedriickt werden. Sie bilden aber 
den Hauptbestandteil der Lebensmittel*4. Es kommt ferner hinzu, dass infolge 
des Gesetzes der Konkurrenz, wenn ein Zehntel des Bodens teurer zu bebauen ist, 
die iibrigen neun Zehntel ebenfalls kiinstlich mit dieser relativen Unfruchtbarkeit 
geschlagen werden »*5, 





22. Theorien, Bd.1, S. 429-431. 

23. Bis zu welchem Grade diese Unterschiede zwischen der Industrie und der 
Landwirtschaft durch die technische Entwicklung der letzteren vermindert wer- 
den kénnen, ist natiirlich eine Frage, die in diesem Artikel nicht diskutiert 
werden kann. 

24. Hier ist wiederum eine Einschrankung nétig. So verausgabt z.B. der 
amerikanische Arbeiter einen viel kleineren Teil seines Lohnes fiir Nahrungsmittel 
als der europaische, und der europaische einen kleineren als der asiatische, ent- 
sprechend dem unterschiedlichen Lebensstandard. 

25. Ibid., S. 359/360. — Vgl. noch ein Argument, das Marx in Bd.m, S. 370/371 
der Theorien entwickelt: «Dass nicht in demselben Masse die (proportionell) ab- 
nehmende Quantitat Arbeit durch ihre vergrésserte Produktivitat erganzt wird, 








220 ROMAN ROSDOLSKY: ZUR NEUEREN KRITIK DES 


Das ist indes nicht der einzige Grund, weshalb die Kritiker des 
Marxschen Gesetzes irren. Was viel wichtiger ist : sie iibersehen ausser- 
dem, dass die Erhéhung der Profitrate durch Steigerung des Exploi- 
tationsgrades der Arbeit kein abstrakter Vorgang, keine arithme- 
tische Operation ist, sondern sich immer auf den lebendigen Arbeiter 
und seine Arbeitsleistung bezieht. Mit anderen Worten: die Mehr- 
arbeit, die ein Arbeiter leisten kann, hat bestimmte Grenzen — einer- 
seits in der Dauer des Arbeitstags, anderseits in dem Teil desselben, 
der zur Reproduktion der Arbeitskraft selbst nétig ist. Wenn der nor- 
male Arbeitstag z.B. 8 Stunden betragt, so kann keine Steigerung 
der Produktivkraft mehr Mehrarbeit aus dem Arbeiter herauspres- 
sen, als 8 minus soviel Stunden, als der Produktion des Arbeitslohns 
entsprechen. Sollte es der Produktionstechnik gelingen, die notwen- 
dige Arbeitszeit von z. B. 4 Stunden auf eine halbe zu reduzieren, so 
wiirde die Mehrarbeit (bei einem 8stiindigen Arbeitstag) noch im- 
mer nicht mehr als 1°/,, des Arbeitstags betragen; sie wiirde von ur- 
spriinglichen 4 auf 71% Stunden steigen, also sich nicht einmal ver- 
doppeln. Gleichzeitig aber miisste die Produktivitat der Arbeit (wie 
Marx schon im Rohentwurf des Kapitals von 1857 bis 1858 entwickelt) 
ins Ungeheure wachsen! 

«Der Mehrwert — lesen wir im Rohentwurf - kann nie gleich dem ganzen 
Arbeitstag sein; d.h. ein bestimmter Teil des Arbeitstages muss stets gegen die 
in dem Arbeiter vergegenstandlichte Arbeit ausgetauscht werden. Der Mehrwert 
ist iberhaupt nur Verhaltnis der lebendigen Arbeit zu der im Arbeiter vergegen- 


standlichten; das eine Glied des Verhaltnisses muss daher immer bleiben. Schon 
dadurch, dass das Verhaltnis konstant ist als Verhaltnis, obgleich seine Faktoren 





oder das Verhaltnis der Mehrarbeit zum ausgelegten Kapital in demselben Ver- 
haltnis steigt, wie die Masse der angewandten Arbeit proportionell abnimmt, 
riihrt teils daher, dass die Entwicklung der Produktivitat des Kapitals nur in 
bestimmten Spharen des Kapitals den Wert der Arbeit, die notwendige Arbeit 
vermindert; weil sie sich selbst in diesen Spharen nicht gleichmAssig entwickelt 
und paralysierende Ursachen eintreten, zum Beispiel die Arbeiter selbst zwar die 
Herabdriickung des Lohnes (dem Werte nach) nicht hindern kénnen, aber ihn 
nicht absolut auf das Minimum herabdriicken lassen, vielmehr quantitativ einige Teil- 
nahme am Fortschritt des allgemeinen Reichtums erlangen». 

Wie man sieht, driickt sich Marx in diesem Punkt so ausfiihrlich und klar aus 
wie nur méglich. Trotzdem liest man bei J. RoBinson: «... It might be argued 
that Marx was unconsciously (!) assuming that increasing productivity does not 
affect the wage-good industries, so that constant real wages are compatible with 
a constant rate of exploitation» (op. cit., S.40). 
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wechseln, ist ein bestimmtes Verhaltnis zwischen Vermehrung der Produktiv- 
kraft und Vermehrung des (Mehr)werts gegeben... Je grésser der Surpluswert 
des Kapitals vor der Vermehrung der Produktivkraft..., oder je kleiner bereits 
der Bruchteil des Arbeitstages, der das Aquivalent des Arbeiters bildet, desto 
geringer ist das Wachstum des Surpluswerts, den das Kapital von der Vermehrung 
der Produktivkraft erhalt. Sein Surpluswert steigt, aber in immer geringerem Verhaltnis 
zur Entwicklung der Produktivkraft. Je entwickelter also schon das Kapital, ... um 
so furchtbarer muss es die Produktivkraft entwickeln, um sich nur in geringem 
Verhaltnis zu verwerten, d.h. Mehrwert zuzufiigen — weil seine Schranke immer 
bleibt das Verhaltnis zwischen dem Bruchteil des Tages, der die notwendige 
Arbeit ausdriickt, und dem ganzen Arbeitstag. Innerhalb dieser Grenzen kann 
es sich allein bewegen »*®. 


‘Wir diirfen aber nicht vergessen, dass die Steigerung der Produkti- 
vitat sich eben in der Abnahme des variablen Kapitals gegen das 
konstante dussert. Wenn daher auf ein bestimmtes Kapital friiher 
20 Arbeiter kamen und nun nur 10- und wenn friiher die 20 Arbeiter 
80 Stunden fiir sich und 80 Stunden fiir den Unternehmer arbei- 
teten — so kénnen jetzt die verbleibenden 10 Arbeiter unmdglich 
ebensoviel Mehrarbeit leisten, da ihre ganze Arbeitszeit nur 80 Stun- 
den betragt?’. Dazu miisste der Arbeitstag verlangert oder die Ar- 





26. Grundrisse der Kritik der politischen Okonomie, Berlin 1953, S. 243,246. — Auf 
einem bestimmten Punkt — fiigt Marx hinzu — wiirde «die Vermehrung der 
Produktivkrafte... dem Kapital gleichgiiltig», weil die Proportionen der Ver- 
wertung minim geworden sind — und es hatte aufgehért, Kapital zu sein». 

27. Vgl. Das Kapital, Bd.m, S.275/276: «Soweit die Entwicklung der Pro- 
duktivkrafte den bezahiten Teil der angewandten Arbeit vermindert, steigert sie 
den Mehrwert, weil seine Rate; soweit sie jedoch die Gesamtmasse der von einem 
gegebenen Kapital angewandten Arbeit vermindert, vermindert sie den Faktor der 
Anzahl, womit die Rate d2s Mehrwerts multipliziert wird, um seine Masse herauszubringen. 
Zwei Arbeiter, die 12 Stunden taglich arbeiten, kénnen nicht dieselbe Masse 
Mehrwert liefern wie 24, die jeder nur 2 Stunden (Mehr)arbeit arbeiten, selbst 
wenn sie von der Luft leben kénnten, und daher gar nicht fiir sich selbst zu arbeiten 
hatten. In dieser Beziehung hat also die Kompensation der verringerten Arbeiterzahl durch 
Steigerung des Exploitationsgrades der Arbeit gewisse nicht iiberschreitbare Grenzen; sie kann 
daher den Fall der Profitrate wohl hemmen, aber nicht aufheben». 

Eben diese von ihr wortlich angefiihrte Stelle versieht J. Ropinson mit folgen- 
dem Kommentar: « Productivity may rise without limit, and, if real wages are 
constant, the rate of exploitation rises with it. Marx appears to have been in some 
confusion upon this point, for when he begins to discuss the effect of a rise in 
productivity on the rate of exploitation, he switches over in the middle of the 
argument (!) to discussing the effect of changing the length (?) of the working 
day». (Op. cit., S.39.) Die «Konfusion» liegt kaum auf Marxens Seite. 
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beitsintensitat wesentlich gesteigert werden. (Allerdings kann der 
Unternehmer bei vergréssertem Kapital mehr Arbeiter beschaftigen, 
und auf diese Weise den Fall der Profitrate durch die Zunahme der 
Profitmasse kompensieren. Das ist aber eine ganz andere Frage.) All 
dies verstanden sehr wohl die «proletarischen Gegensatzler Ri- 
cardos» (Marxens Ausdruck) vor 120-130 Jahren — Thomas Hodg- 
skin und der Verfasser der Schrift « The Source and Remedy of the 
National Difficulties» (1821) -, die den Fall der Profitrate aus der 
Unméglichkeit der schrankenlosen Ausdehnung der Mehrarbeit 
(oder, wie sie das ausdriicken, aus der Unméglichkeit der bestandigen 
Akkumulation des Kapitals zum « Zinseszins») ableiteten. Ihre An- 
sichten kommentierend, sagt Marx in den Theorien, dass das Wachsen 
der Mehrarbeit nur dann auf die Dauer die proportionelle Abnahme 
der angewandten Arbeit wettmachen kénnte, wenn der Arbeitstag 
«ins Unendliche ausgedehnt » oder die notwendige Arbeit «auf Null 
reduziert» wiirde?®, was gleichermassen absurd erscheint?®. Wir 
kommen so auf das in Band 1 des Kapitals entwickelte Gesetz zuriick: 
« Die absolute Schranke des durchschnittlichen Arbeitstags, der von 
Natur immer kleiner ist als 24 Stunden, bildet eine absolute Schranke 
fiir den Ersatz von vermindertem variablem Kapital durch gestei- 
gerte Rate des Mehrwerts, oder von verringerter exploitierter Ar- 
beiteranzahl durch erhéhten Exploitationsgrad der Arbeitskraft... 
Dies handgreifliche... Gesetz —fiigt Marx hinzu — ist wichtig zur Er- 





28. Theorien, Bd.1m, S.371. 

29. Eben in diesem Sinne aber scheint heute J. Ropinson das Problem aufzu- 
fassen, wenn sie schreibt: «The trouble probably arose, like most of the obscurities 
in Marx’s argument, from his method of reckoning in terms of value. With given 
labour time, of given intensity, the rate of value created is constant. Thus v + s is 
constant. It might seem, at the first glance, that s:v can rise only if wages fall. 
But this is an illusion. An increase in productivity reduces the value of commodities, 
and the value of labour-power, with constant real wages. Thus v falls towards zero, 
and s:v rises towards infinity, and all the time real wages are constant». (Op. 
cit., S. 39/40.) 

Gewiss : da der Arbeitstag nur aus zwei Teilen, aus notwendiger und aus Mehr- 
arbeit besteht, so muss, wenn die notwendige Arbeit bestandig abnimmt, die 
Mehrarbeit bestandig zunehmen. Indes kann auch diese Tautologie keine Wunder 
wirken; sie kann nicht die Tatsache andern, dass die Steigerung des Ausbeutungs- 
grads der Arbeit nur innerhalb bestimmter (eng gezogener) Grenzen den Verlust 
an tatsachlich geleisteter Mehrarbeit wettmachen kann, der durch die bestandige 
Verminderung der pro Kapitaleinheit beschaftigten Arbeiterzahl entsteht. 
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klarung vieler Erscheinungen, entspringend aus der spater zu ent- 
wickelnden Tendenz des Kapitals, die von ihm beschaftigte Arbeiter- 
anzahl oder seinen variablen in Arbeitskraft umgesetzten Bestandteil 
soviel als immer méglich zu reduzieren, im Widerspruch zu seiner 
andern Tendenz, die méglichst grosse Masse von Mehrwert zu pro- 
duzieren»®°, Ein Hinweis, der uns schon auf die in Band m des 
Kapitals enthaltene Lésung des « Ratsels» der fallenden Profitrate 
vorbereitet*!, 

Abschliessend noch eine Bemerkung: Der Leser kénnte uns wohl 
vorwerfen, dass wir auf den wichtigsten Aspekt der Frage nicht ein- 
gegangen sind — auf die Rolle, die Marx dem Fall der Profitrate als 
der Triebkraft der kapitalistischen Entwicklung beimass. Denn be- 
kanntlich erzeugt nach Marx die Entwicklung der Arbeitsprodukti- 
vitat selbst «im Fall der Profitrate ein Gesetz», das der kapitalisti- 
schen Produktion «auf einem gewissen Punkt feindlichst gegeniiber- 
tritt und daher bestandig durch Krisen iiberwunden werden muss »*°. 
Das ist aber ein Gesichtspunkt, den J. Robinson und P. M.Sweezy 
nicht beachten und auf den wir daher nicht eingehen kénnen, ohne 
den Rahmen unseres Artikels zu sprengen. Dessen Zweck war ja 
nicht, die Richtigkeit des Marxschen Gesetzes zu beweisen, sondern 
nur zu zeigen, wie sehr es sogar von wohlwollenden Kritikern miss- 
verstanden wird. 


Detroit, Mich. (U.S.A) Roman RosDOLsky 





30. Das Kapital, Bd.1, S.320. — Vgl. ibid., Bd.im, S.435: «Durch die Identitat 
des Mehrwerts mit der Mehrarbeit ist eine qualitative Grenze fiir die Akkumula- 
tion des Kapitals gesetzt: der Gesamtarbeitstag, die jedesmal vorhandene 
Entwicklung der Produktivkrafte und der Bevélkerung, welche die Anzahl der 
gleichzeitig exploitierbaren Arbeitstage begrenzt. Wird dagegen der Mehrwert 
in der begriffslosen Form des Zinses gefasst, so ist die Grenze nur quantitativ 
und spottet jeder Phantasie». 

31. Hier muss allerdings bemerkt werden, dass diese Lésung sich bereits im 
Marxschen Rohentwurf von 1857/1858 findet. 

32. Das Kapital, Bd.w, S.278. 
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ZUSAMMENFASSUNG 


Worauf es in dieser Arbeit ankommt, sind lediglich die methodologischen Voraus- 
setzungen, von denen Joan Robinson und P. M. Sweezy in ihrer Kritik des 
Marxschen Gesetzes der fallenden Profitrate ausgehen und die dem Verfasser als 
durchaus fragwiirdig erscheinen. 

Vor allem: Es stimmt nicht, dass das Gesetz auf der Annahme einer kon- 
stanten Mehrwertsrate beruhe. Und es stimmt ebensowenig, dass Marx willkiir- 
lich die die Profitrate senkenden von den sie hebenden Faktoren trenne, um aus 
den ersteren sein Gesetz selbst, aus den letzeren aber die ihm « entgegenwirkenden 
Ursachen» ableiten zu kénnen. Beide Behauptungen lassen sich an Hand der 
Marxschen Texte als blosse Missverstandnisse aufzeigen. 

Was die iibrigen Argumente der Kritiker anbetrifft, so beruhen sie auf der 
stillschweigenden, aber keineswegs erwiesenen Voraussetzung, dass letzten 
Endes jedes Wachstum der organischen Zusammensetzung des Kapitals durch 
die pari passu damit verbundene Verbilligung der Elemente des konstanten 
Kapitals und insbesondere durch die Steigerung der Mehrwertsrate wettgemacht 
werde. Es ist dann ein leichtes, zu behaupten, dass die Frage nach dem relativen 
Gewicht dieser Faktoren nicht theoretisch, sondern bloss empirisch entschieden 
werden kénne und dass es sich in Wirklichkeit um «Variable von annahernd 
gleicher Wirkungskraft» handle. 

Die Antwort auf diese Einwande wurde bereits von Marx antizipiert. Er 
weist ausfiihrlich nach, warum die Verbilligung der Elemente des konstanten 
Kapitals (der maschinellen Anlagen und der Rohstoffe) das Wachstum des 
Werts dieses Kapitalteils zwar verlangsamen, nie aber aufheben kénne. Und er 
verweist insbesondere auf die Unméglichkeit der grenzenlosen Ausdehnung der 
Mehrarbeit, die sich daraus ergibt, dass sowohl der Arbeitstag als auch der 
«notwendige» Teil desselben bestimmte Gréssen darstellen, die dem Ver- 
wertungsdrang des Kapitals uniiberschreitbare Schranken setzen (vom gewerk- 
schaftlichen Kampf der Arbeiterschaft abgesehen). Daher kénnte das Wachstum 
der Mehrarbeit nur dann auf die Dauer die proportionale Abnahme der ange- 
wandten Arbeit wettmachen, wenn der Arbeitstag ins Unendliche ausgedehnt 
oder die notwendige Arbeit auf Null reduziert werden kénnte — was vom Stand- 
punkt der Marxschen Voraussetzungen als gleichsam absurd erscheinen muss. 


SUMMARY 


A Commentary on Recent Criticism of the Marxian Law of the Falling Rate of Profit. This 
article joins issue with the ideological premisses on which J. Robinson and P. M. 
Sweezy base their criticism of the Marxian law of the falling rate of profit. 

First of all, it is not correct to say that Marx’s law rests on the assumption of a 
constant rate of exploitation. Neither is it true that Marx arbitrarily separates the 
factors which cause a decline in the rate of profit from those working in the opposite 
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direction, and that he derives his law itself from the former, and the ‘counteracting 
causes” from the latter. From the pertinent passages in Marx’s works it is clear 
that both these statements are the result of misunderstandings. 

The further arguments of the critics are based on the tacit, but unproven, 
assumption that, in the long run, all increases in the organic composition of capital 
are offset by the simultaneous cheapening of the elements of constant capital, and 
especially by the increase in the rate of surplus value. If this were correct, then it 
could easily be shown that the relative weight to be attached to these factors cannot 
be determined theoretically but only empirically, and that we are dealing with 
“variables of roughly co-ordinate importance’’. 

Marx himself anticipated these arguments. He discussed at length the reasons 
why the cheapening of the elements of constant capital (machinery and raw 
materials) can slow down the relative growth of the value of this part of capital 
but cannot offset it completely. And he showed that the unlimited expansion of 
surplus labour is impossible, since there are definite bounds beyond which the 
working day cannot be extended and minima below which its necessary portion 
cannot be reduced; consequently, these limits offer insuperable barriers to the 
impetus of capital to create surplus value (even if the economic strength of organ- 
ized labour is left out of account). 

The growth of surplus labour could perpetually offset the proportional decrease 
in employed labour and the resulting decline in the rate of profit only if the working 
day could be “‘extended ad infinitum” or if necessary labour could be “reduced 
to zero”’; but these two assumptions are equally absurd. 


RESUME 


A propos des critiques récentes relatives a la loi marxiste du taux décroissant du profit. Dans 
ce travail il s’agit exclusivement des conditions méthodolugiques, sur lesquelles Joan 
Robinson et P. M. Sweezy se basent dans leur critique de la loi marxiste du taux 
décroissant du profit et qui paraissent tout a fait douteuses a l’auteur. 

Tout d’abord: il n’est pas exact que la loi soit fondée sur l’hypothése d’un taux 
de plus-value constant. Et il est tout aussi inexact que Marx sépare arbitrairement 
les facteurs faisant baisser le taux du profit de ceux qui |’élévent, pour pouvoir 
faire dériver des premiers sa loi elle-méme, et en méme temps des derniers les 
«causes agissant en sens contraire». Les deux affirmations apparaissent en se 
référant au texte de Marx comme de pures erreurs d’interprétation. 

En ce qui concerne les autres arguments des critiques, ils reposent sur la con- 
dition tacite, mais nullement prouvée, qu’en fin de compte tout accroissement de 
la composition organique du capital est compensé par la dépréciation pari passu 
des éléments du capital constant, qui en est le corollaire, et en particulier par 
laccroissement du taux de plus-value. II est alors bien facile de prétendre que la 
question de l’importance relative de ces facteurs ne peut étre tranchée théorique- 
ment, mais seulement empiriquement et qu’il s’agit en réalité de «variables ayant 
approximativement la méme efficacité». 
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Marx a répondu par anticipation a ces objections. I] prouve d’une fagon dé- 
taillée pourquoi la dépréciation des éléments du capital constant (des installations 
mécaniques et des matiéres premiéres) peut, il est vrai, ralentir mais non supprimer 
l’accroissement de la valeur de cette partie du capital. Et il fait remarquer en 
particulier l’impossibilité de l’extension illimitée du travail supplémentaire, qui 
résulte de ce que tant le jour ouvrable que la partie « nécessaire » de celui-ci repré- 
sentent certaines données qui opposent a la pression qu’exerce la mise en valeur 
du capital des barriéres infranchissables (abstraction faite de la lutte syndicale de la 
classe ouvriére). C’est pourquoi l’accroissement du travail supplémentaire ne 
pourrait compenser a la longue la diminution proportionnelle du travail appliqué 
que si le jour ouvrable s’étendait a l’infini ou que le travail nécessaire pouvait étre 
réduit 4 zéro — ce qui du point de vue des hypothéses marxistes doit apparaitre 
absurde. 
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MERCANTILIST TARIFF POLICY INA 
BRITISH COLONY: JAMAICA 


Economic decisions made for a colony by the State that founded the 
colony are often made by groups in the State who are most interested 
in colonization. They control colonial policy directly as members of 
the legislature, or indirectly through spokesmen. Both means were 
used in Britain in the period of active colonization of Jamaica, from 
1661 to 18461. The groups were (1) the British colonists who owned 
sugar cane plantations in Jamaica and other colonies and (2) the 
English sugar refiners. 

Most of the wealthy colonists resided in England in the periods of 
their greatest prosperity, from 1733 to 1747, in some later years of 
the eighteenth and the first five or six years of the nineteenth centu- 
ry’. They established a powerful sugar lobby in the House of Com- 
mons to get tariff preferences. This was possible because of the 
supremacy of mercantile interests in British constituencies and the 
dominance of commercialism in English social life*. The refiners 
wanted to import foreign raw sugar, which would have been cheaper 
to them but for tariffs that protected the colonists’ sugar. Therefore 
the external trade of Jamaica, without which the colony could not 
then survive, depended on the outcome of a tariff conflict between 
these two groups‘. 

The economic history of the colony is the history of production 
and export of raw sugar to the British market®. The producers were 
favoured at first and enjoyed protection, even against competition 


1. The colony was acquired by Britain in 1655. Its population to-day is about 
1,500,000. 

2. LoweE.t J.Racatz, The Fall of the Planter Class in the Caribbean, New York 
1928, p. 44. 

3. G.B. Hertz, The Old Colonial System, Manchester 1905, p. 4/5, 40, 64; and 
W.K. Hancock, Survey of British Commonwealth Affairs, Vol.1, London 1937, p.7. 

4. “Rates of Duty Payable on Mauritius Sugar’’, Sessional Papers, 1826/27, 
xvii (346); and ‘‘Rates of Duty on British Plantation Muscovado Sugar on Entry 
for Home Consumption, 1776-18267’, Sessional Papers, 1826, xx (328). 

5. Cmd. 8655/1897, p. 3. 
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from other parts of the British Empire, particularly Mauritius. But 
sometimes they had to compete on equal terms with British and 
foreign producers, whose costs of production were lower. 

It will be shown that the well-being of the colony has varied with 
tariff protection of sugar, given by Britain. It has also been affected 
by protection given to British goods imported. Banana trade became 
important in the late nineteenth and early twentieth century®, when 
the sugar industry was severely depressed, but this rivalry was 
temporary. 


I 


The overall policy determined for Jamaica, of which tariff preference 
was a part, was mercantilist. Thomas Mun’s conviction that Britain 
should “‘sell more to strangers yearly than we receive of theirs in 
value’’? had greatly influenced British political economy in the early 
period of the sugar cane plantations in Jamaica, and the economic 
role determined for the colony was derived from it. Jamaica con- 
formed most satisfactorily to this policy when the value of its raw 
sugar imported by Britain was less than the value of British exports 
to it, plus the value added, by refining, to the quantity of the sugar 
that was re-exported to Europe. But money values of the goods 
traded between Britain and the colony were not determined in a free 
market, on the basis of comparative costs, or by any pricing au- 
thority, with reference to costs and prices in a base period. The sugar 
producers in the colony were sometimes able to impose a monopoly 
price’, when they could control land and labour, the two main 
factors of production; and the British Government often increased 
the preferential tariff rates to obtain more revenue’. The differences 
between the values of imports and exports could sometimes be 
arbitrarily changed by the planters in Jamaica or by change in 


6. Cmd. 5369/1910, p. 7/8. 

7. THomas Mun, England’s Treasure by Foreign Trade, London 1664, p.7; and 
Apam Situ, The Wealth of Nations, Everyman’s Library edn., London 1776, 
Book 1, p. 380. 

8. J.Cuitp, A New Discourse of Trade, London 1693, p.207/208. See also 
RIcHARD Pares, ‘“The Economic Factors in the History of the Empire’’, Economic 
History Review, May 1937, p. 124/125. 

g. RAGATZ, op. cit., p. 190. 
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British fiscal policy. The planters complained that they sometimes 
had to pay a part of the high tariffs. They had no control over these, 
or the Jamaican tariffs on British goods imported. 


II 


The first import duty imposed by Britain on colonial sugar was ad 
valorem, but it was made specific in 1651. The earliest rates levied on 
Jamaican sugar were those fixed at the Restoration. The ad valorem 
concept was retained but the valuations were arbitrary, although the 
rate was fixed at 4.75 per cent!®. The following are the classifications 
fixed in 1651 for a system of protection that was continued until 1844. 








Table 1 
— r : . Differential 
(ear nest) Se les | 
r ucers 
Foreign 
(a) Muscovado orRaw ... . £4.-.- 3s. 10d. 
(b) Clayed or White ..... £7.6.8 7S. 
Colonial 
(c) Muscovado orRaw .. . . £1.10/- Is. 5d. 2s. 5d. 
(d) Clayed or White .... . £5.-.- 4s. gd. as. 3d. 




















The amount of the differential will be seen to depend on the 
disparity in the valuations. With the tariff rate fixed at 4.75 per cent 
for all sugar, the greater the differential in valuation between foreign 
and colonial sugar, the greater was the difference in duty in favour of 
the latter, when the valuation of foreign sugar was greater. This 
system was simply an alternative to different fixed rates at the same 
valuation. 

When the valuations of sugar were doubled in 1698" and trebled 
in 1705}2, the effect was, in the first case, a double protection given 


10. FirntH and Raitt, Acts and Ordinances of the Interregnum, London 1911, 
I, p.62. 

11. 9 and 10 Gul. m, c. 23. 

12. 2 Anne, c.g and 4 Anne, c.6. 
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to the British refiners, who wished to have only raw sugar imported, 
at the same time as a preference was given to the colonists. Under- 
standing may be facilitated by presentation of a table showing the 
effects of doubling the valuations. 








Table 2 
Class Valuation Du : . Incr in 

(Year 1698) per mn per a: Differential Differential 
Foreign 
(a) Muscovado orRaw .... |£ 8.-.- 7s. 8d. 
(b) Clayed or White . . . . . | £14.13.4] 14s. 
Colonial 
(c) Muscovado orRaw . . . . |£ 3.-.— | 2s. 10d. | 4s. 10d. | as. 5d. 
(d) Clayed or White .. . . . | £10.-.- | gs. 6d. | 4s. 6d. | 2s. 3d. 























It would appear that all the difference was that the import duties 
and the differentials were doubled. But the original valuations were 
weighted heavily against foreign sugar, and consequently the rate of 
tariff increase, although 100 per cent in each case, was greater 
against foreign than colonial sugar. The refiners wanted to exclude 
all partly refined, white, sugar, but protection against foreign white 
increased more than it did against colonial white. In Table 1 the 
amount of the protection of the sort most desired, that is the difference 
between the duty on colonial raw sugar and the duty on foreign 
white is seen to be 5s. 7d., while in Table 2 it is 11s. 2d. Protection 
against colonial white is 3s. 4d. and 6s. 8d. The increase in protection 
is greater by 2s. 3d. 

The most significant items in the tables are the valuations of 
foreign and colonial raw sugar, for the British refiners demanded 
sugar in this form. Nearly all of the competition there was, or that 
was possible between foreign and colonial sugar, was between ex- 
porters of raw sugar. The discriminatory valuation of foreign sugar 
in raw form was 2 and 2/, times the valuation of the colonial raw 
sugar. The refiners were denied the cheapest raw sugar available. A 
consequence of this was that in addition to Jamaican sugar that 
Britain re-exported to Europe in both raw and refined form, there 
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appeared in the European markets increasing quantities of foreign 
sugar excluded from the British market by tariffs. 

The tables also show that discrimination in the valuations was 
greater against processed white Jamaican and some other colonial 
sugar than in favour of Jamaican raw sugar, against foreign raw. The 
valuation of Jamaican white was 3 and !/, times that of the raw 
sugar, while the valuation of foreign raw was 2 and 2/, times. This was 
part of the mercantilist policy of discouraging the processing of raw 
materials in colonies. 

The percentage of 4.75 of any of the valuations per hundredweight 
was, in effect, a specific duty. The duty varied when the valuations 
were changed, not with change in the price of sugar. 

Almost every change made in the British import duty on Jamaican 
and other colonial sugar from 1661 to 1844 was an increase. There 
were only two noteworthy reductions: the tariff on colonial white 
was reduced from £1.8.3 per hundredweight in 1747 to £1.1.8 in 
1759; and the tariff on colonial raw from £1. 10/— in 1826 to £1.4/- 
in 1830. In both cases the rate was subsequently increased. ““The 
sugar tax was one of the most productive sources of the national 
income and the public welfare demanded its continuance’’!*, 


III 


The tariff on Jamaican and other colonial sugar at any time was 
directly related to bounties and to drawbacks of part or all of the duty 
paid, on re-export of the sugar. 

Under Acts of the British Parliament in 1796 and 1799", 6s. 6d. 
per hundredweight of the import duty on Jamaican raw sugar could 
no longer be drawn back on exportation. But an Act of 180015 pro- 
vided for drawing back of this part of the duty too. Provision was 
also made in favour of competition of foreign and East Indian sugar 
imported for re-export. Export duties of 2s. 6d. per hundredweight 
and 6s. 6d. per hundredweight respectively were repealed. The 
British Parliament passed laws establishing a definite relationship 
between the wholesale prices of sugar and the drawbacks and 


13. RAGATZ, op. cit., p. 190. 
14. 36 Geo. m, c.18 and 39 Geo. 11, c. 63. 
15. 39 and 40 Geo. 11, c. 48. 


7 
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bounties!®, First 50/- per hundredweight was fixed as the maximum 
price for payment of bounty or drawback, but this price was subse- 
quently increased to 70/-. The relationship is shown in Table 3. 








Table 3 
Average Price of Raw Drawback and Bounty Bounty on 
Sugar not exceeding... on Colonial Raw Sugar Refined Sugar 
per cwt. per cwt. per cwt. 
58/- 20/— 34/- 
60/ — 18/- 3 1/- 
62/- 16/- 27/- 
64/- 14/- 24/- 
66/- 12/- 20/- 
68/- 10/- 17/- 
70/- 8/- 13/- 
over 70/- - os 

















These drawbacks and bounties were intended to increase exports. 
The immediate benefit went to the refiners and exporters, and less 
directly to the Jamaican producers who, before 1846, but not from 
that year to 1919 were aided by tariff preference. 

British consumers had to pay more for sugar because of an in- 
creasing preferential tariff, and had to provide revenue to pay the 
bounty and the drawback. Once the price of sugar was increased 
because of a rise in the tariff it could not be expected that it would be 
reduced when the Government needed revenue to make these 
payments, or that a part of the tariff revenue was held as a temporary 
surplus until the payments were to be made. Also, any increase in 
exports due to these payments tended to increase the home price of 
sugar. 

Moreover the benefit to the refiners was not certainly a net 
benefit. They received a bounty that was low relative to the rate of 
34/- per hundredweight when the cost to them of raw sugar was 
high relative to the price of 58/-. The drawback on exportation of 
raw sugar varied in the same inverse way. If the importer who 
refined his sugar before re-exporting it needed a bounty at the rate of 
34/- to compete with refined sugar from other sources, in foreign 


16. Parliamentary Register, Vol. xxxit1, 1792, p.102, 109; and 41 Geo.1I, c. 44. 
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markets, when he imported raw sugar at any price between 58/- 
and 70/— per hundredweight, he would have had to reduce his 
export price by the difference between this bounty rate and the 
lower rate payable when the cost exceeded 58/-. He would thus 
incur a loss. For example, assume that when the raw sugar cost 66/- 
the value when refined was 106/- and the bounty of 20/— would 
enable him to sell for 86/- and make a normal profit. He would 
need a bounty of 34/- if he could not get more than 72/- in the 
European market. If the cost of raw sugar was 14/— less he could sell 
for 72/- with the aid of the lower bounty. He could not increase his 
price when the least profitable price of Jamaican sugar in Europe 
was 76.6 per cent in excess of the price of Cuban sugar!’. The 
independent importer of raw sugar for re-export without refining 
had similar price problems. 

When all British import duties on Jamaican sugar were drawn 
back and the sugar was re-exported raw, the profit of the British 
exporter-importer had to be added to the cost of the continental 
importer. When the whole of an import duty was not drawn back, if 
the profit exceeded the percentage that was, the additional cost to 
the continental importer was greater than if no part of the duty was 
drawn back and no profit was added. This is easily seen: If the 
import duty per hundredweight was 10/— and 8/— was drawn back, 
and if the profit was g/— per hundredweight the additional cost to the 
continental importer would be 11/-. But if he paid the whole British 
import duty and no importer-exporter’s profit, it would be 10/-. If 
the profit was equal to the percentage of the duty drawn back, the 
added cost would be the same. Ifit was less, the difference in addition- 
al cost would be less by the difference between the duty drawn back 
and the profit. 

Similarly, after 1763, Jamaican importers paid an additional cost 
for goods imported from continental Europe. The cost varied with 
the drawback of duties paid on importation of the goods into Britain 
and with the profits of the British importers, because a law passed in 
that year required that imports from Europe be first shipped to 
Britain!, 

Many British colonists made large fortunes by producing raw 

17. RAGATZ, op. cit., p. 337. 

18. 4 Geo. 1, c.15. See also ADAM SmTH, of. cit., Book 1, p.8. 
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sugar in Jamaica between 1733 and 1800, but a high price was paid 
for this by the nascent colonial society. This was discouragement of 
the growing of cacao, indigo and coffee by very high British tariffs!®. 
Also, when both cheaper British and foreign raw sugar became 
available the tariff preference on sugar imported for re-export was 
abandoned. 


IV 


At the end of the first quarter of the nineteenth century the British 
Government decided to protect the refiners instead of the colonists. 
First the import duty on British sugar from Mauritius, which had 
been kept higher than the duty on Jamaican sugar was made equal 
to it, in 18252. Then in 1828 foreign raw sugar was admitted at the 
same tariff rate as Jamaican sugar, on the curious condition that its 
price did not exceed the average price of raw sugar from Jamaica. 
By subsequent Acts of Parliament, both British colonial and foreign 
raw sugar were admitted duty free when imported for refining for 
re-export”!, 

This was the beginning of free trade in sugar. For more than 
twenty years both the quantity and price of Jamaican sugar exported 
had been declining. There were some recoveries but the downtrend 
continued, and the specific preferential British import duty, which 
increased continuously even as the price fell®*, reduced the incomes of 
the colonists by more than they would have fallen if the duty were 
ad valorem. 


Vv 


In the year 1805 the colony produced its largest sugar crop, but from 
that year production decreased till 1836. Thereafter both freedom 
of choice of occupation and consequent shortage of labour, and 
partial loss of tariff preference accelerated the decrease in production 


19. W.J.GARDNER, A History of Jamaica, London 1909, p. 159-161. 

20. ““Rates of Duty Payable on Mauritius Sugar’’, Sessional Papers, 1826/27, 
xvi (346); and “Rates of Duty on British Plantation Muscovado Sugar on 
Entry for Home Consumption, 1776-1826”, Sessional Papers, 1826, xx (328). 

21. 9 Geo.tv, c.93; 10 Geo.tv, c.49; 11 Geo.tv and 1 Will.1v, c.72. Also 
3 and 4 Will.1v, c.61. 

22. RAGATZ, op. cit., p. 164/165, 189/190. 
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id and caused distress and ruin. The fall in output was greatly increased 
of from 1822. We shall therefore show the effects of the specific duty in 
9, 1805-1822 in Table 4. 
ne 
as } Table 4 
ity: A : Total I Total 
vor | Come”) Speer | “ete | geet | ae | “ic” | aoe 
(Million) cif. Income per cwt. Duty Duty per cent. 
(£ Mill.) (£ Mill.) (£ Mill.) | of Income 
sh (1) (2) (3) (4) (5) (6) (7) (8) 
ts. 
id j 1805 1.7 53/- 4-5 27/- 2.3 2.2 51 
* 1806 1.6 44/- 3.5 27/- 2.2 1.3 63 
al 1807 1.5 35/- 2.6 27/- 2.0 0.6 a7 
he 1808 1.4 41/- 2.9 27/- 1.9 1.0 66 
its 1809 1.2 41/- 2.5 27/- 1.6 0.9 64 
a. 1810 1.3 43/- 2.8 29/- 1.9 0.9 69 
- 1811 1.5 40/- 3.0 29/- 2.2 0.8 73 
4 1812 1.3 45/- 2.9 29/- 1.9 1.0 66 
or 1813 1.2 63/- 3.8 30/- 1.8 2.0 47 
1814 1.2 75/- 4.5 30/- 1.8 2.7 40 
an 1815 1.4 66/- 4.6 30/- 2.1 2.5 46 
od 1816 ‘3 54/- 3.0 30/- 1.6 1.4 53 
| 1817 1.4 49/- 3.4 30/- 2.1 1.3 62 
h 1818 1.4 51/- 3.6 30/- 2.1 1.5 58 
c 1819 1.3 43/- 2.8 27/- oy ye 61 
of 1820 1.4 35/- 2.4 27/- 1.9 0.5 79 
re 1821 1.3 32/- 2.1 27/- es 0.4 81 
| 1822 1.1 31/- La 27/- 1.5 0.2 88 
Sources: Computed and compiled from RoBert M. MartIn, Statistics of the Colonies of the British Empire, 
London 1839, p. 18; NoEt Deerr, The History of Sugar, London 1949, II, p. 430; L. J. RAGATZ, op. cit., 
m p. 296/297, 316. The hogsheads given in Martin’s statistics were converted to hundredweight at 
12 hundredweight per hogshead. 
im 
ad : ; , M 
on The import duty was increased to 27/— per hundredweight in 


1805, from 20/-, the rate of 1803. The avowed reason was to increase 
revenue. The downward trend of the price of the colony’s sugar alone 
7, | would have increased the proportion of the specific import tax at a 
mm fixed rate, to the gross income. But output and export of sugar 
declined as the price fell, and the rate of increase of the proportion 
was therefore greater. This is to be seen most clearly in columns (4), 
| (6), (7) and (8). 


Iso i 
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If it is assumed that the gross income as shown in column (4) was 
calculated before import duty was paid, then fluctuation in incomes 
must be as shown in column (7). The revenue from the import duty 
was greatest, the percentage of the duty highest, and consequently 
incomes declined most, relative to incomes in the previous year, 
when both output and prices fell, as in 1806, 1807, 1821 and 1822. 
When the price fell considerably and the duty remained the same, 
even with a large increase in output the incomes amounted to less 
than half the incomes of the previous year, when there was no 
change in the rate of duty, as in 1820. 

If it is assumed that the whole of the duty was paid by the British 
consumers, the amounts in column (6) would have to be added to the 
respective sums in column (7), to obtain the gross incomes in 
column (4). The cost of sugar to the consumers would be increased 
by the high percentages in column (8). Consumption would probably 
be reduced, and consequently the incomes. 


VI 


In the free trade era, 1846-1915, Britain benefited by cheap sugar, 
but Jamaica suffered severely because of loss of its market. The 
colony gained no compensating benefit from cheap sugar, for 
although a British “possession” it is not geographically a part of 
Britain. There was little of other development and therefore inade- 
quate scope for transfer of factors from sugar production, in the short 
run. The only immediate alternative was to maintain the colony at 
some level of subsistence. 

Tariff preference was re-instituted at the beginning of the 1930’s* 
but while Jamaica suffered from a non-competitive cost of production 
of sugar British exports generally lost markets for similar reasons”. 
In these circumstances the colony was made a compulsory market 
for British goods and also for Canadian exports*®, and quotas were 
imposed in the mid-1930’s to enforce the preferences required by 


23. Finance Act of 1932. 

24. Henry Hatt, The Colonial Office, London 1937, p. 259/260; and ALFRED 
Kann, Great Britain in the World Economy, New York 1940, p. 54. 

25. Cmd. 5382/1937, p.8/9, 45-48; Cmd.8482/1917, p.4; Cmd. 4174/1932; 
Pp. 20, 25, 26, 56, 63, 72, 78, 91. 
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British and Canadian exporters, of textiles and footwear particularly. 
United States and Japanese producers of cheaper goods were ousted 
from the colony’s markets by these measures. 

There were two main results: 

(1) Loss to Jamaica: less of these indispensable goods could be 
imported for the same value of exports. 

(2) Gain and Loss to Britain: in 1932 Britain became the largest 
supplier of cotton-piece goods and footwear to Jamaica**, at the 
expense of the trade with the United States and Japan, but the gain 
in footwear was temporary and the gain in cotton-piece goods was 
more than offset by Japanese gains in foreign markets in competition 
with Britain. The total British external trade in cotton-piece goods 
had declined by 615 million square yards by 1938, while the Japanese 
foreign trade in these goods had increased by 326 million square 
yards?’. Between 1934 and 1937 Hong Kong had become a successful 
competitor of Britain’s as a supplier of cheap footwear to Jamaica®®. 
As a British colony Hong Kong could not be restricted by quotas 
against foreign goods, and enjoyed tariff preferences that discrimi- 
nated only against foreign producers. 

Eventually the present British Government agreed to have an 
economic report made by the International Bank, on needs of 
development in Jamaica. The report disclosed that 20 per cent of the 
labour force was unemployed, and made recommendations for 
greatly increased government loans for public investment?®, because 
needed basic investment, mainly in agriculture, could not be 
expected to be made by private enterprise at the rate that was 
urgently necessary. 


Marquette University, WI1L.1AM E. Gorpon 
Milwaukee, Wis. (U.S.A. ) 








26. Handbook of Jamaica, 1933/34, p-254/255, 264; 1935, p. 266/267, 276; 
1937/38, p. 284/285, 294; 1939, p. 186/187, 196. 

27. F.V.MeveEr, Britain’s Colonies in World Trade, Oxford 1948, p.84. 

28. Annual Report on the Social and Economic Progress of the People of Jamaica, London 
1936, p. 21. 

29. International Bank for Reconstruction and Development, Economic De- 
velopment of Jamaica, Baltimore 1952, p. 131, 139. 
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SUMMARY 


Jamaica, in the West Indies, has had 300 years of exisience as a British colony 
with an economy dependent on tariff-preference sugar trade with Britain. The 
trade has been based on mercantilist theory, which required the colony to export 
only raw products and import manufactured goods. 

The tariff preference was determined by arbitrary valuation of foreign and 
colonial sugar. Foreign sugar was valued higher and a rate of 4.75 per cent 
applied to both. This was, in effect, a specific tax. The colony could export 
sugar raw only, for the valuation of foreign raw was less than the valuation of its 
semi-refined sugar, and the valuation of its semi-refined was greater than the 
valuation of its raw sugar. This system favoured British refiners, but the valuation 
of foreign raw sugar was greater than that of Jamaican raw, and the French 
colonial and Cuban sugar was cheaper. 

In 1828 foreign raw sugar was admitted at the same tariff rate as Jamaican 
raw sugar, when it was imported for re-export. 

The output of sugar fell discontinuously from 1805 until the 1920’s. The price 
declined and the specific import tax was not reduced for many years. This 
contributed to reduction of Jamaican sugar producers’ income. 

In the free-trade era, 1846-1915, Britain benefited by importing European 
beet sugar. The sugar industry of the colony was practically ruined. 

Tariff preference was re-instituted in the early 1930’s, but then Britain 
applied quotas to eliminate competition from Japan and the United States in 
supplying cheap textiles and footwear to Jamaica. The prices of cotton-piece 
goods rose in Jamaica but Britain’s externa! trade declined by 615 million square 
yards by 1938, while Japan’s trade increased by 326 million square yards. Also, 
Hong Kong, a British colony, competed successfully with Britain in supplying 
cheap footwear to Jamaica. 


ZUSAMMEN FASSUNG 


Merkantilistische Zollpolitik in einer britischen Kolonie: Jamaica. Jamaica (West- 
Indien), seit rund 300 Jahren eine britische Kolonie, war wahrend dieser Zeit 
wirtschaftlich vom britischen Praferenzzoll auf den Zuckerimporten abhangig. 
Der Handel zwischen England und Jamaica entsprach der merkantilistischen 
Theorie, indem die Kolonie nur Rohprodukte exportieren durfte und Fabrikate 
importieren musste. 

Die Zollpraferenz ergab sich aus der willkiirlichen Festsetzung des Zollwertes 
von auslandischem und Kolonialzucker. Auslandischer Zucker wurde héher 
bewertet, wobei fiir beide derselbe Satz von 4,75°% zur Anwendung gelangte. 
Praktisch handelte es sich somit um einen spezifischen Zoll. Jamaica konnte aus- 
schliesslich Rohzucker exportieren, da der auslandische Rohzucker niedriger 
bewertet wurde als der halbraffinierte aus Jamaica, der seinerseits wieder einer 
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hdheren Bewertung unterlag als das Rohprodukt. Dieses System begiinstigte die 
britischen Raffinerien; allerdings wurde auslandischer Rohzucker héher bewer- 
tet als jener aus Jamaica, wobei der franzésische Kolonialzucker und der kuba- 
nische im Preise billiger waren. 

Im Jahre 1828 wurde der auslandische Rohzucker, sofern er fiir den Re- 
Export bestimmt war, mit dem gleichen Zoll belastet wie jener aus Jamaica. 

Die Zuckerproduktion verringerte sich —- mit Unterbriichen — ab 1805 bis 
in die zwanziger Jahre dieses Jahrhunderts. Obwohl der Zuckerpreis fiel, blieb 
der spezifische Importzoll wahrend vieler Jahre unverandert. Dies trug seinen 
Teil bei zum Einkommensriickgang der Zuckerproduzenten auf Jamaica. In der 
Freihandelsara von 1846 bis 1915 zog England Nutzen aus dem Import von 
europaischem Riibenzucker. Die Zuckerproduktion auf Jamaica war praktisch 
zugrunde gerichtet. 

Die Zollpraferenz wurde in den friihen dreissiger Jahren wiederhergestellt. 
Aber gleichzeitig setzte England fiir Jamaica Einfuhrquoten fest, um die japa- 
nische und amerikanische Konkurrenz, die billige Textilprodukte lieferte, aus- 
zuschalten. Die Preise fiir Baumwollwaren erhéhten sich dadurch in Jamaica; 
doch die britischen Exporte verminderten sich bis zum Jahre 1938 um 615 
Millionen Quadratyards, wahrend gleichzeitig die japanische Ausfuhr um 326 
Millionen Quadratyards zunahm. Auch Hongkong, als britische Kolonie, kon- 
kurrenzierte England mit Erfolg in Jamaica durch Lieferung von billigen Textil- 
waren. 


RESUME 


Politique douaniére mercantiliste dans une colonie britannique: la Jamaique. La Jamaique 
(Indes occidentales), depuis environ 300 ans colonie britannique, a été pendant 
cette période dépendante économiquement des droits de douane préférentiels 
britanniques sur les importations de sucre. Le commerce entre |’Angleterre et 
la Jamaique a été basé sur la théorie mercantiliste exigeant que la colonie n’ex- 
porte que des produits bruts et importe des produits manufacturés. 

Les droits de douane préférentiels ont été déterminés par l’estimation arbi- 
traire de la valeur en douane du sucre étranger et colonial. Le sucre étranger a 
été évalué plus haut, le méme taux de 4,75% ayant été appliqué aux deux 
catégories. I] s’agissait en fait d’un droit de douane spécifique. La colonie pouvait 
exporter exclusivement du sucre brut, car |’estimation du sucre brut étranger 
était inférieure a celle du sucre semi-raffiné provenant de la Jamaique, qui de 
son cété était évalué plus haut que le produit brut. Ce systéme favorisait les 
raffineries britanniques; toutefois, |’évaluation du sucre brut étranger était plus 
élevée que celle du sucre brut jamaiquain et le sucre colonial francais et cubain 
était meilleur marché. 

En 1828, le sucre brut étranger destiné 4 étre réexporté fut admis au méme 
tarif douanier que le sucre brut jamaiquain. 
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La production de sucre n’a cessé de diminuer, excepté quelques interruptions, 
de 1805 jusqu’aux années 1920. Bien que le prix du sucre ait baissé, le droit 
spécifique a l’importation est demeuré inchangé pendant de nombreuses années, 
Cela a contribué 4 réduire le revenu des producteurs de sucre de la Jamaique. 
Dans la période de libre-échange allant de 1846 4 1915, l’Angleterre a eu avan- 
tage 4 importer du sucre de betteraves européennes. L’industrie du sucre de la 
colonie était pratiquement ruinée. 

Les droits de douane préférentiels ont été rétablis au début des années 1930. 
Mais simultanément, |’Angleterre fixa pour la Jamaique des contingents d’im- 
portation afin d’éliminer la concurrence du Japon et des Etats-Unis qui livraient 
des produits textiles bon marché. De ce fait, les prix des articles en coton s’éle- 
vérent a la Jamaique, mais les exportations britanniques diminuérent jusqu’en 
1938 de 615 millions de «square yards» tandis que simultanément les exporta- 
tions japonaises augmentaient de 326 millions de «square yards». Méme Hong- 
Kong, colonie britannique, concurrenca avec succés la Grande-Bretagne en 
fournissant des textiles bon marché a la Jamaique. 
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THE ARCHITECTONICS OF LEON WALRAS! 


In that fascinating area of surmise designated “‘the sociology of knowledge”’ 
must lie answers to more than one seeming conundrum in the dynamics of eco- 
nomic doctrine. One day, perhaps, we shall know how a perspicacious Ricardo 
could have framed a theory whose pessimism derived from the neglect of a revo- 
lution in technology so thoroughgoing as to be unique in the history of man. And 
perhaps it will explain that perverse principle of insularity which so often militates 
against the spread of economic ideas between the Continent, Great Britain, and 
the United States. 

Surely Walras’s progress in Great Britain and the United States is a most 
peculiar case in point. Eighty years have elapsed since the three major pioneering 
features of his theory—the development of marginal utility theory, a thorough- 
going use of mathematical analysis, and the concept of general equilibrium—first 
appeared ; the complete structure has stood for half a century. During the greater 
part of this latter time period the corpus of Anglo-American economics has granted 
full recognition to the role of the Elements in the development of the theory of the 
consumer; for the last twenty years it has been an area undergoing extensive 
revision on both the micro- and macroeconomic levels. 

Few would question the failure at mid-century of Walras’s bitter prophecy: 


“*.,. mathematical economics will rank with the mathematical sciences of astronomy and 
mechanics; and on that day justice will be done to our work’”’ (p. 48). 


But none will deny that the trend from Dupuit and Cournot passes through 
Walrasian coordinates before eventuating in the mathematical metaphysics of 
modern economics. 

Lastly, the concept of general equilibrium for long has been recognized as 
one of the most «original» legacies of the nineteenth century, a complete identifi- 
cation has occurred in the minds of American and British economists with the 
name of Walras, and, with the emergence of Keynesian theory, the popularity of 
Schumpeter’s schema, the refinements of Hicks, and the development of input- 
output analysis by Leontief, for at least twenty years it has assumed a topical 
interest for them. 

Has there ever been another example in the field of economics of pathfinding 
originality in so many directions which were to assume such independent and 
interdependent importance for the better part of the forthcoming century? Who 
could have doubted, had he been able in 1875 to foresee these developments in 
Anglo-American economics, that Walras’s work would have been the very center 
of thesis-generation for the academic dialectic? Yet, for the benefit of a notoriously 
unilingual British-American profession, Professor Jaffé’s English translation of 
Walras’s Elements has only just appeared. 

1. A review article of William Jaffé’s translation of Lton Wa.ras, Elements of Pure Economics, published 


for the American Economic Association and the Royal Economic Society by Allen and Unwin, London 
1954, 620 p., 42 s. 
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The reviewer cannot resist speculating about the impact an English translation 
might have had in the Marshallian Age of the 1920’s. His own guess is that it 
would have been a minor challenge to the dominance of partial analysis in a 
policy-minded profession, as the limited reception that greeted Bowley’s Mathe- 
matical Groundwork of Economics in 1924 attests. But suppose the Walrasian “‘vision”’ 
and framework of reference had infiltrated the curriculum to the extent that they 
were familiar to the young men of the mid-thirties: would the Keynesian innova- 
tions have assumed such revolutionary proportions? Might not the profession have 
maintained a more dignified posture if the generality of its practitioners had been 
able to compare the data, variables, and equations of both systems? Was it not 
the novelty to a Marshallian generation of the “generality” of the Keynesian 
theoretical structure as well as its operational aggregates that led to an exuberance 
perhaps a bit overweening? On the other hand, in the strong light of the morning- 
after, might not the present be a propitious time for the appearance of an English 
Elements from the viewpoints of the tranquillity of the Anglo-American theoretical 
front and the relevance of a “classical” model to the post-war world? 

The present review will treat Professor Jaffé’s extraordinary efforts in section 1, 
scrutinize some of the more important chambers in Walras’s stately mansion in 
section 11, and, in section m1, study the functional relevance of the model from the 
viewpoint of today’s needs in economic analysis. 


I 


The reviewer’s summary judgment of Professor Jaffé’s achievement is that it 
will stand as a model of the art of translation in the field for years to come. The 
translation itself is painstakingly accurate and smooth in rendition. Both translator 
and his labors are unobtrusive in the body of the work. His decision to include the 
*‘Note on Mr. Wicksteed’s Refutation of the English Theory of Rent” which Walras 
published in the third edition but eliminated in the fourth and definitive editions 
is commendable. 

Mr. Jaffé’s more distinctive contributions as a Walrasian scholar have been 
relegated to two sections in the back of the book: the first, a sixty-page, chapter 
by chapter commentary and interpretation, and the second, a collation of the 
four editions (the so-called “‘definitive edition” of 1926 being considered essentially 
a reprinting of the 1900 fourth edition). Balance and judgment are evident again 
in the decisions taken on those differences between editions which are important 
to the student of the evolution of Walras’s thought and on the line of practicability 
between quoting differences or merely citing them. 

The reviewer’s enthusiasm for the commentary is less marked, although it 
should be added immediately that most of these differences concern emphasis 
and interpretation and therefore reflect professional biases. For example, given 
the context of Walras’s model and his “‘vision”’ of economic processes, is it true 
to say that “normal profits” are implicit in Walras’s cost function? (p. 526). 

Also, in defending Walras’s initial use of constant coefficients of production 
and explaining their conversion to variables, Jaffé says: 
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“.. When, however, Walras considers the consequences of net aggregate capital forma- 
tion with the total amount of land remaining constant, then a new type of production 
function becomes inevitable involving substitutability between the different kinds of 
productive services. The coefficients must now be variable. It is for this reason that 
Walras delays introducing the marginal productivity theory until Part vm where he is 
concerned with economic progress; and there he insists that the object of this theory is 
to determine the magnitudes of the variable coefficients, not their prices” (p. 527). 


And later: 


‘“*... When population and capital increase on a fixed territory, though the state of the 
industrial arts remains unchanged, the coefficients of production must change” (p. 550). 


There is a confusion here: the mere existence of net capital formation and a 
limitational factor does not invalidate fixed coefficients as long as prices and prod- 
uct mix can change and the input structures of all industries are not equal or of 
unrealistic similarity. If this contention were true it would mean that serious 
constraints would have to be put upon the relative amounts of initial factors 
available at the beginning of the analytical period unless one were willing to 
allow the model to be cluttered up by free factor services. Jaffé fails to indicate 
that Walras was thinking loosely in terms of a market basket of goods with a 
fixed structure increasing in absolute amount: the emphasis in Walras’s treatment 
is on the multiplication of goods of a fixed type, not on a change in the ratio of 
factor availabilities? (p. 382/383). 

On page 528 Jaffé states that since all firms within an industry produce a 
homogeneous product by processes using fixed coefficients, all must have identical 
production functions ‘‘which is a sufficient (though not necessary) condition for 
equal rates of output for all firms at equilibrium under conditions of pure and 
perfect competition” (p.528). While it is true that the aggregate production 
function Walras adopts is unambiguously defined under these conditions it is not 
clear to the reviewer that Walras is relieved of the need to define a second as- 
sumption distributing output among firms’. In the absence of the ability to stipulate 
that factors be distributed among firms in such a way as to equate marginal 
products, Walras, as Stigler indicates‘, assumes the n firms produce 1/n of the 
final output. And what determines n? 

On p. 530/531 Jaffé differentiates between Walras’s “‘excédent”’ of gross income 
over consumption and gross savings, Defe, though they are the same (with the 
qualification that Walras imposed the condition on the latter that it exceed 
capital consumption). 

2. The assumption of common input structures is adopted by D. H. Ropertson in “‘Wage Grumbles”’, 
reprinted in Readings in the Theory of Income Distribution, Philadelphia 1946, p. 229/230, as a basis for a similar 
criticism. This severe restriction is quite correctly criticized by J. R. Hicxs in “‘Marginal Productivity and 
the Principle of Variation”, Economica, xu (1932), p. 79-88 and by implication in the Theory of Wages, London 
1932, p. 12-14. Also W. Leontrer in The Structure of American Economy, 1919-1929, Cambridge, Mass., p. 39/40 
—_— factor “‘substitution”’ via changes in relative amounts of goods produced requiring different amounts 
_ 3 For the most recent discussion of the difficulties involved in defining an aggregate production func- 
tion—in particular the fact that it is impossible to get a unique relation between the sum of firm inputs and 
total output in the absence of a law for distribution of inputs between firms—see C. G. F. Smxin, “Aggre- 


gate Production Functions’, Economic Record, xxx1 (1955), p. 32-39 and the bibliography therein cited. 
4. G. J. StiGLer, Production and Distribution Theories, New York 1951, p. 240 n. 
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One of the most difficult parts of economic literature is found in Walras’s 
exposition of his savings-investment theory. Here, more than in any other part 
of the book, is the guidance of the neophyte by the scholar most welcome and 
requisite, Yet in this material Jaffé has concentrated upon two chapters (26 and 27) 
in which Walras felt constrained to “demonstrate”? that a “‘maximization’’ of 
utility for society in the investment process would occur if net revenues from 
capital goods divided by selling prices were equal to a common factor of pro- 
portionality. Jaffé’s preoccupation is not, of course, to attempt to justify Walras’s 
welfare conclusions but rather to get to the reot of the demand for capital goods 
when they are not of direct utility to the purchaser or at least not purchased for 
consumer use. The reviewer does not understand why this should be a problem 
if Walras’s assumption that perpetual net revenue has a utility to the consumer 
is allowed: under these conditions capital goods could hardly be “‘adventitious”’ as 
Jaffé once believed. But in any event it seems to the reviewer that a dispropor- 
tionate amount of space has been devoted to a marginal problem. 

Lastly, his generous speculations about Walras’s possible meanings in dis- 
cussing the welfare implications of pure competition seem unnecessarily labored. 
For example: 


“On another interpretation, Walras was not wrong at all. In fact, there is very little 
justification for following Wicksell in attributing to Walras any hypothesis of inter- 
personal comparisons of utility. Though Walras supposes that rareté (marginal utility) can 
be defined as a cardinal magnitude, nowhere does he allude to any actual addition of the 
utilities enjoyed by different persons; and though he later refers to average raretés for 
the market as a whole and makes use of this concept in his theory of money, the addibility 
implied in the averaging process is always purely formal, never real” (p. 511). 


The last phrase is hard to interpret: in one sense the cardinal measurability 
assumption of Walras could be excused on grounds that he never really totalled 
up utility magnitudes. Devoted indeed is the man who seeks to defend Walras’s 
welfare propositions: he is due every sympathetic understanding. 

But these are peccadilloes pointed up in the best tradition of reviewmanship. 
The reviewer found the explanation and clarification of marginal productivity 
in Walras concise and extremely helpful, and more typical of the quality of the 
commentary than the above. 

In summary, the profession has been rendered a fine service by Professor Jaffé 
who has every reason for pride in the manner in which he carried out his com- 
mission. 


II 


If the availability of Walras’s Elements does nothing else it will explode once and 
for all the notion that the use of mathematics in economics is a sufficient guarantee 
of expositional clarity. For Walras’s analysis is often vague in the non-deliberate 
(Marshallian) sense, ambiguous, unfinished. The reader must continually re- 
mind himself that marginal cost did not exist for Walras (p. 41/42, 382-384) and 
that although utility maximization provided the motivational assumption for 
consumer behavior Walras always backed away from assuming profit maximiza- 
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tion as the analogous entrepreneurial motivation (p. 41, 225, 255). He will wonder 
over the fact that values in exchange are treated initially as undefined absolute 
magnitudes (p.70, 87, 178, but see 145). He will shudder at attempts to deduce 
the effects of price changes upon demand before maximization reasoning, stability 
conditions, or other postulational basis have been introduced (p.g1). He will 
ponder long over two paragraphs in which the term “extensive utility” is suc- 
cessively defined as a kind of utility, one attribute of utility, and the quantity taken 
of a good at price zero (p.115). Boldly asserted welfare statements of the follo- 
wing type will appal the modern reader: 


**.., maximum satisfaction will be achieved by each party when the ratios of the raretés 
of the several commodities demanded to the rareté of the one commodity originally 
held are equal, not to prices as they are first cried, but to the true prices arrived at by 
arbitrage”’ (p. 164) [Italics supplied]. 


Whole sections, such as section 255 in his capital formation theory, are mare’s- 
nests of confusion : at one point Jaffé figuratively throws up his hands and exclaims, 
“This sentence and the rest of the mathematical exposition in section 263 is 
obscure to the point of almost complete incomprehensibility”, then proceeds to 
work out his own proof. 

But the perservering reader will watch a master-architect erect a structure 
magnificent in its imaginative conception, in its ambition, in its symmetry, if not 
in its detail. For Walras’s chef d’euvre like Marx’s is one in which it would be 
difficult to find one structural component which some critic has not challenged 
with analytical hammer and chisel and found weak. Yet the structure stands 
without benefit of the buttressing the Marxist structure receives from its functional 
political utility, the more fascinating for its flaws. 

The appearance of Professor Jaffé’s work is a propitious occasion for sketching 
briefly the nature of the attacks upon and the current status of what the reviewer 
considers the three major components of Walras’s most comprehensive model: 
the utility analysis of consumer choice, the theory of savings and investment, and 
the theory of money. 

Walras’s use of a utility function for each good independent of the amounts 
of other goods consumed was attacked by Edgeworth, Fisher, and Wicksell, each 
of whom introduced a single function and dealt with partial derivatives of it. 
More important, of course, has been the attack upon the cardinal measurability 
hypothesis begun by Pareto and revived by Hicks and Allen in the mid-thirties, 
although Walras is quite clear in indicating that his assumption of cardinal 
measurability is on an “‘as if” basis (p.117). Today, even with the work of von 
Neumann and Morgenstern, Marschak, and Friedman and Savage, it remains 
true that for the analysis of choice among certain prospects, as opposed to uncertain 
prospects, the use of a method of measurement relying upon a monotonic trans- 
formation of “‘satisfaction” does allow the replacement of hypotheses about di- 
minishing marginal utility not capable of test by hypotheses about rates of sub- 
stitution now meaningful. However, a main issue in the cardinalist-ordinalist 
debate appears to have been a false issue: the question is not whether a given 
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variable can, in the nature of things, be measured by a linear transformation or 
a monotonic transformation, for since all measurement is contrived the true 
question is whether or not a method has been devised to measure a magnitude 
in the first manner. It is true that until some manner of measurement unique 
to a linear transformation is contrived Walras’s hypotheses are meaningless in the 
Samuelson sense’. However, on the pragmatic grounds that conceptually it is 
quite conceivable that such measurement may be derived, Walras’s assumption 
looks less antique today than it did ten years ago®. 

This reviewer confesses that even with the removal of the strain of coping with 
a non-maternal tongue Walras’s savings-investment theory is still less than clear 
to him. As merely one example the following point is made: Walras is strongly 
critical of theories which do not possess well-identified markets in which price- 
quantity determination occurs. For example, in the preface he rejects Bohm- 
Bawerk’s theory of interest rate determination on the grounds that since interest 
is the premium paid for present over future goods the latter’s failure to specify 
the market in which future goods were priced invalidated the theory (p. 45/46). 
Of course the mere fact that Bbhm-Bawerk spelled out a theory for the existence 
of interest in no way precluded him from obtaining the interest rate in a market 
for funds in his theory of its determination. But it is one instance of the importance 
Walras attached to identifying real world markets in which his theoretical magni- 
tudes were determined approximatively. 

The rate of return on capital goods, ix, is determined on the market for capital 
goods—to Walras, the stock market. On the other hand, the money rate of interest, 
i, is determined on the market for money services. These are two separate markets 


which yield 
(1) ip =i 


only as an equilibrium condition. The consumer’s demand for money is the demand 
for inventory services in physical units, Xj, times the price of these services, pg, 
divided by the interest rate, or 


X Pp 
Da ~ 22m. 
(2) ; 


As definitional identity we have the following relationship for the selling price 
of goods: 


; Pg 
(3) P= 
tk 

5. P. A. Samue son, Foundations of Ei ic Analysis, Cambridge, Mass., 1947, p. 4/5. 





6. For a partial bibliography of these recent developments see J. von NEUMANN and O. MoRGENSTERN, 
Theory of Games and Economic Behavior, 2nd ed., Princeton 1947, p. 15-31; M. Frrepman and L. Savace, 
‘*The Utility Analysis of Choices Involving Risk”, Journal of Political Economy, ivi (1948), p. 279-304, and 
**The Expected Utility Hypothesis and the Measurement of Utility”, Journal of Political Economy, tx (1952), 
» 463-474; A. Accutan, “The Meaning of Utility M »°, American Economic Review, xi (1953), 





26-50; and J. Marscuak, “Rational Behavior, Uncertain Pecapects, and Measurable Utility”, Econo- 
aan xvi (1950), p. 111-141. 
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Substituting (3) into (2) 


Dn _ Mo Pots 
U 


(4) 


The demand for cash will be sufficient to command the desired number of money 
units only if (1) is true. Therefore, the consumer’s demand for money is valid only 
for equilibrium and of limited use for determining cash balances. 

Space limitations allow only a passing reference to other criticisms in this least 
satisfactory portion of the theory: Schumpeter has noted the implicit stationary 
state assumptions which accord so poorly with the “progressive” state (net invest- 
ment); Hicks has indicated the need to drop Walras’s assumption of automatic 
reinvestment of depreciation allowances to meet Wicksell’s objection that in the 
absence of net investment the interest rate would be zero; and others point out 
the confusing restrictions put upon the excess of income over consumption’. 

Attacks upon the monetary component of the theory center upon the endow- 
ment of money with an indirect utility allegedly inconsistent with the conditions 
of the model. Del Vecchio began the attack by 1909; Hicks pointed out the 
necessary conditions to obtain cash balances in a circular flow; and Patinkin, 
denying that the absolute price level affected any other demand but that for 
money, making a variation of the price level incapable of correcting excess 
demands for goods, attempted to show that the absolute price level was indeter- 
minate®, On this latter point Walras specifically anticipated the criticism and 
correctly indicates that as long as the budget equation has an income term from 
the lending of money, and so long as changes in absolute prices have an income 
effect, the price level does affect the demand for real goods and is determinate 
(p. 326/327). All of the foregoing assumes, of course, that the conditions indicated 
by Hicks exist to make the holding of cash balances rational. 


III 


The most damning criticisms of general equilibrium theory are aimed, not 
at its structure, but its function. The ‘““Why” of the theory transcends the ‘“‘What”’. 
This is not merely to rehearse the old plaints that it is a static framework attempting 
to cope with a dynamic world: economists seem always to have to relearn the 
basic lesson that the only excuse for static frameworks is to deal with change. The 
plain fact of the matter is that the Walrasian system is too cumbrous a mechanism 
to cope adequately with the problems it seeks to solve. 


7. See ScnumpPeTER’s preface to the Japanese edition of The Theory of Economic Development, reprinted 
in R. V. Cremence, ed., Essays of 7. A. Schumpeter, Cambridge, Mass., 1951; J. R. Hicks, “Léon Walras”, 
Econometrica, (1934), p. 345-347; and references in latter. 

8. See A. Maroert, “Léon Walras and the ‘Cash-Balance’ Approach to the Problem of the Value of 
Money”, Journal of Political Economy, xxx1x (1931), p. 594, and “The Monetary Aspects of the Walrasian 
System”, Journal of Political Economy, xm (1935), p. 145-186; J. R. Hicks, “A Suggestion for Simplifying 
the Theory of Money”, Economica, u (1935), p. 1-9, esp. 6/7; Don Patinxin, “A Reconsideration of the 
General Equilibrium Theory of Money”, Review of Economic Studies, xvi (1950/51), and earlier studies 
therein cited. 
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There would be little point in repeating the ABC’s of static analysis so ably 
presented by Hicks and Samuelson® except that we are so prone to ignore them. 
The employment of the concept of equilibrium to establish the existence of a 
(preferably) unique set of values satisfying a set of human desires and actions is 
merely the first step on the analytical road. It is more important to use these 
relationships to establish the quantitative or qualitative nature of the changes 
enforced upon all variables by changes in the data of the system or variables 
converted to data. These “laws of change”’ are the desiderata of the analysis: 
they are not implicit in the notion of an equilibrium system but depend upon 
more detailed knowledge of the nature of the system. In a2 Marshallian demand- 
supply analysis stability conditions are sufficient to determine the effects of an 
increase in demand upon quantity while more detailed knowledge of the relative 
values of the slopes is necessary before the effect upon price is determinate. The 
amount of detailed knowledge of these functions required to evaluate the Jacobians 
for mere qualitative changes speedily becomes so great as to render the whole 
apparatus useless unless simplifications are made. 

Compare Walras’s elementary attempts to trace out these laws in the ex- 
change economy: 


**... Thus an increase in the utility of (B) for some individuals will result in an increase in 
the price of (B) [a result which is correct given Walras’s explicit stability condition that 
excess demand decrease with a rise in price and increase with a decline in price]. It may 
also result in a change in the prices of (C), (D), ... These secondary effects, however, 
will be less appreciable than the primary effect if there are a great many commodities 
other than (B) on the market and if, in consequence, the quantity of each commodity 
exchanged for (B) is very small. Besides there is no way of knowing whether the prices 
of (C), (D), ... will rise or fall; nor can we even know that they will change at all...” 

“The effect on the prices of (C), (D), ... will be that some will rise, others fall, and 
still others remain unchanged” (p. 179). 


Other attempts to cope with primary and secondary effects of equilibrium dis- 
placements will be found on pages 246 and 260. 

It is to pay high tribute to Walras to say that he understood that herein lay 
the ultimate aim of static analysis. He saw beyond the more immediate need of 
stability conditions to their use in evaluating the impact of shocks and the over- 
riding need to seek out laws of variation: 


‘The theorist has the right to assume that the underlying price determinants are invariant 
over the period he has chosen to use in his formulation of the law of equilibrium prices. 
But, once this formulation has been completed, it is his duty to remember that the forces 
are by their nature variable, and consequently he must formulate the law of variation 
of equilibrium prices ...”’ (p. 146-149). 


The confession of the futility of his system to cope with this assignment is 
quite explicit: 


“Theoretically, all the unknowns of an economic problem depend on all the equations of 
economic equilibrium. Nevertheless, even from the viewpoint of static theory, it is per- 


9. P. A. SAMUELSON, of. cit., passim, especially Chs. 1 and 2, and J. R. Hicks, Value and Capital, 2nd ed. 
London 1946, Parts 1 and nu, especially Chs. tv and v. 
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missible to consider some of these unknowns as especially dependent on the equations 
which were introduced at the same time as the unknowns when the problem of their 
determination was first raised. It is all the more legitimate to do this when we pass from 
the static to the dynamic point of view, or, better still, when we pass from the realm of 
pure theory to that of applied theory or to actual practice, for then the variations in the 
unknown quantities will be effects of either the first or the second order, that is to say, 
effects which need or need not be taken into consideration, according as they arise from 
variations in the special or the general data”’ (p. 307/308). 


When it is realized that Walras’s dynamics implied merely that the data of a system 
were ever-changing through time so that at any particular time a series of super- 
imposed comparative statics adjustments was being effected, the completeness of 
the confession is manifest. 

It is no accident, then, that admirers of the structural aesthetics of general 
equilibrium economics have been so hard pressed to find a functional apology 
for it. In the last analysis, granted its analytical sterility, the general equilibrium 
system finds its major uses in the more pedestrian but vital field of pedagogy: it 
serves as a convenient map of the whole economic territory—obstacles to be met, 
destinations which are desirable, routes which offer analytical promise. And, 
lastly, it impresses the student as no other system will with the meaning of inter- 
dependence. Let not Ambition mock such useful toil! 


University of Virginia, Rosert E. KuENNE 
Charlottesville, Va. (U.S. A.) 





BESPRECHUNGEN 
COMPTES RENDUS - REVIEWS 


ALLAN M. CartTer. The Redistribution of Income in Postwar Britain. 
A Study of the Effects of the Central Government Fiscal Program in 
1948-1949. (Yale Studies in Economics, Vol. 3.) New Haven 1955. 
Yale University Press. x1, 242 p., $ 5.00. 


In this book Professor Cartter has attempted to estimate the effects of the 
taxation and expenditure of the British government on individuals classified by 
income groups in the fiscal year 1948/49. This work necessitated first of all an 
assessment of the formal incidence of each of the main taxes and, secondly, an 
attempt to apportion the benefits of government expenditure to individuals in 
particular income groups. 

The principles underlying the calculations of the burden of taxation are quite 
straightforward even though they are not very easy to put into practical operation. 
In this part of his work Professor Cartter follows fairly closely previous students 
who have tried to estimate statistically the effects of taxes. He treats the personal 
income tax as a tax falling on the recipient of the income, company taxes as 
falling on the shareholder, death duties as an annual capital tax falling upon those 
who receive investment incomes and outlay taxes as being paid by the consumer. 
It is easier to give reasons why some of the author’s assumptions are wrong or 
inadequate, than to suggest satisfactory alternative treatments of the incidence of 
taxes; nevertheless it is considered that Professor Cartter occasionally accepts a 
little too uncritically traditional teachings on incidence. In discussing the allocation 
of the burden of indirect taxes Professor Cartter has to make a number of heroic 
assumptions in order to carve a way through some of the biggest gaps in British 
economic statistics. Even in 1956 U.K. economists have no publication available 
to them in relation to the post-war period which gives full information on the way 
in which individuals classified by income groups spend their money. The informa- 
tion available to Professor Cartter in 1950 and 1951 when he was writing his book 
as to how the burden of outlay taxes should be allocated must have been very 
meagre. The reader may be referred to p. 173 for an indication of the ingenuity 
that the author displays in coping with such problems. 

The attempt to apportion government expenditure by income groups is by 
no means straightforward. Professor Cartter divides government expenditure into 
three types: transfers; other divisible expenditure; and indivisible expenditure. 
Transfer payments are defined in the usual way as payments made to persons 
without the performance of any direct reciprocal service. “Other divisible ex- 
penditures” are other expenditures that can fairly easily and accurately be 
allocated to individuals in particular income groups; expenditures for example 
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on education, health and housing. The final class of expenditure is that which for 
one reason or another cannot be allocated to individuals classified by income groups 
and includes such items of expenditure as defence and spending on general ad- 
ministration, law and order, and foreign affairs. Not only is it not possible to 
allocate expenditure of this type but it is hardly desirable as by its very nature it 
benefits the community rather than the individual. In 1948/49 transfer payments 
amounted to some £650 million, other divisible expenditure to almost £1000 
million, and indivisible expenditure to no less than about £2500 million. Professor 
Cartter recognises the problems involved in dealing with indivisible expenditure 
and works out his results in terms of three different sets of assumptions. The first 
of these is that indivisible benefits are the same for each income receiver; the 
second that benefits are in proportion to net (i.e. after tax) private income; and 
the third is that indivisible benefits should be allocated in accordance with the 
tax burden carried by individuals. Professor Cartter also recognises that it may 
not be possible to allocate indivisible benefits at all. 

The broad conclusion of the book is that some 13°% of the British National 
Income was redistributed in 1948/49 and that the dividing line between the income 
groups that benefitted from redistribution and the income groups that did not 
was about £625 a year which implied that some 80°, of the population had bene- 
fitted from the Public Finance activities of the state and that some 10% had 
suffered. This conclusion is based on the assumption that indivisible benefits can 
be allocated and are in fact allocated according to the second of the three as- 
sumptions mentioned above. If the first assumption had been used the calculations 
would have shown that a larger portion of the National Income would have been 
redistributed and if the third a smaller portion. The present writer is very suspicious 
of the policy of taking into account indivisible expenditure or at any rate such 
expenditure as that on defence and foreign affairs and Professor Cartter is a little 
suspicious. He tells us that if we take a simple measure of redistribution such as the 
percentage of population who directly receive more in benefits from the state than 
they pay in taxes—a measure which excludes indivisible expenditure altogether— 
only some 25% of the income receivers constituting persons with incomes below 
£225 a year in 1948/49, could be said to have benefitted from the government’s 
taxation and expenditure programmes. 

Though the main object of Professor Cartter’s book is to discuss the redistri- 
bution of income brought about by the government of the U.K. in 1948/49, he 
also makes some comparison with the results of Mr. Barna’s study of the position 
in 1937 and also with some recent estimates of the redistribution brought about 
by the operation of the state in the U.S.A. Professor Cartter finds that redistri- 
bution was greater both absolutely and relatively to the National Income in 
1948/49 than in 1937; whereas some 13% of the National Income was redistributed 
in 1948/49 only some 9% was redistributed in 1937 from a smaller National 
Income. Professor Cartter was not able to compare British experience in 1948/49 
with U.S.A. experience in the same year. He had.to use U.S.A. statistics relating 
to 1946/47 but he does not think this invalidates the comparison. He finds that 
redistribution in the U.S.A. in that year was much less than in the U. K.; amount- 








252 BESPRECHUNGEN — COMPTES RENDUS — REVIEWS 


ing to some 7.5% of the National Income in 1946/47 compared to the 13° of the 
British National Income redistributed in 1948/49. 

On the whole Professor Cartter’s book is an able, systematic and comprehensive 
discussion of the interesting and difficult field he set out to explore. In particular 
it has the great merit of presenting in great detail all or most of the statistical 
material he has worked over, thus permitting his readers to make full use of the 
material. The book suffers from one rather important blemish. The author—who 
is an American—at times moves outside his chosen field of statistical analysis to 
make social or political judgements on the contemporary British scene which are 
often naive if not misleading. The non-British reader needs to be warned to take 
these obiter dicta with a pinch of salt. 


University of Manchester (United Kingdom) Davip WALKER 


Karu W. Devutscu. Nationalism and Social Communication: An Inquiry 
into the Foundations of Nationality. Published jointly by The Techno- 
logy Press of the Massachusetts Institute of Technology, John Wiley 
& Sons, New York, and Chapman & Hall, London, 1953.x, 292p. 


Professor Deutsch’s volume reflects the impact of recent advances in the 
theory of communication upon an accomplished historian and political scientist 
who is seeking for significant frames of reference appropriate to the study of 
nationality. The theory of communication has been developed by engineers who 
are specialized to the study of physical channels of communication. Nevertheless 
they have borrowed a terminology that is full of misleading implications for the 
social scientist and historian. They speak of ‘“‘information”; but it is not the 
content of the messages coursing through a communication network with which 
they are concerned. Rather, it is the configuration of physical events into which 
messages are coded at the beginning and from which they are decoded at the end. 
It has been found that the usual laws of physics apply to the flow of the elemen- 
tary entities employed in the transmission process. The laws of entropy hold, for 
instance, which may be briefly characterized as the tendency for disorder to 
succeed order. 

Now it may be asked why the historian or the political scientist needs to 
concern himself with recondite developments in the physics of engineering. And 
Professor Deutsch undertakes to give a clear answer and at the same time to 
provide a trial run that will demonstrate the fruitfulness of the answer. He 
believes that the concepts of information, of the capacity of a communications 
system, and of the complementarity of its parts can be helpful in the social 
sciences. He writes: 





The community which permits a common history to be experienced as is a « ity of 
complementary habits and facilities of ication. It requires, so to speak, equipment for the job. 
This job consists in the storage, recall, ission, recombination, and reapplication of relatively wide 
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ranges of information; and the “equipment” consists in such learned memories, symbols, habits operating 
preferences, and facilities as will in fact be sufficiently complementary to permit the performance of these 
functions. 

A larger group of persons linked by such complementary habits and facilities of communication we may call a 
people (p. 70). 

He goes on to say that the test of complementarity is communicative effec- 
tiveness. 
How fast and how accurately do messages get through? How complex and voluminous is the information 
that can be transmitted? How effectively are operations on one part of the net transmitted to another? (p. 70). 


The theoretical implication for the theory of nationality is: 





It is now clear why all the usual descriptions of a people in terms of a ¢ ity of languages, or 
character, or memories, or past history, are open to exception. For what counts is not the presence or 
absence of any single factor, but merely the presence of sufficient communication facilities with enough 
complementarity to produce the overall result... Membership in a people essentially consists in wide 
complementarity of social communication. It consists in the ability to communicate more effectively, and 
over a wider range of subjects, with members of one large group than with outsiders (p.71). 

The book provides some case studies of the growth of modern nationalities. 
It deals, for instance, with Finland, Bohemia, India and Scotland, and depicts 
the growth through time of urbanization, industrialization, bilingualism, and 
certain other variables. An attempt is made to interrelate the processes of assimi- 
lation and mobilization: 


As a first approximation we may say that assimilation to a new language is progressing if the number 
of persons who are learning it during a given period—i.e., who are added to the assimilated is 


POP 


larger than the number of persons who are as yet ignorant of i it but who are entering into intensive economic, 
social, or political contact with its speakers, that is to say, who are added to the “mobilized population” 
(P..99)- 

The data presented in the book are far from approximating the grandiose 
outline that Professor Deutsch proposes as a guide to the study of the phenomenon 
of nationality and nationalism. Of this he is painfully aware; and he justifies 
the discrepancy by declaring that his object is to encourage and to provide 
stimulating guidance for research. More serious, however, is the doubt in the 
reader’s mind that the terms borrowed from communication theory have added 
concepts (as distinguished from synonyms) to the equipment of the social 
scientist. 

I find it regrettable that Professor Deutsch has not chosen the concept of 
“value maximization” as his central frame of reference. If he were to develop 
theoretical models disciplined by this conception (as the economists have done) 
the choice of variables would be less haphazard than appears to be true of the 
present approach. We have enough knowledge of the growth of peoples to 
construct hypotheses concerning those who are likely to expect to be better off 
(in terms of wealth, power, respect and other values) by identifying themseives 
with the nation, rather than with smaller (or larger) communities. 

Since Professor Deutsch writes with great enthusiasm it is to be hoped that 
his book will induce young scholars in several disciplines to carry forward the 
study of nationalism. 





Yale University, Haro tp D. LassweLi 
at present: Center for Advanced Study in the 
Behavioral Sciences, Stanford, Calif. (U.S.A.) 
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PrERRE SAMUEL Du Pont DE Nemours. On Economic Curves. A letter 
reproduced in English translation with the original diagram and an 
introduction by Henry W. Spiegel. (Reprints of Economic Tracts.) 
Baltimore 1955. Johns Hopkins Press. v1, 17 S. $ 1.50. 


Francois Quesnays beriihmter Vergleich zwischen der Zirkulation der wirt- 
schaftlichen Giiter durch die Volkswirtschaft und der Zirkulation des Blutes 
durch den menschlichen Kérper hat den Eindruck hervorgerufen, dass die 
Physiokraten nicht, wie fast alle anderen Schulen der theoretischen National- 
ékonomie, ihre Wirtschaftstheorie in eine mechanistische Sozialphilosophie ein- 
gebettet haben, sondern in ein organologisches Weltbild, wie zum Beispiel die 
Scholastiker oder die Romantiker. Diese Anschauung ist schon deswegen nicht 
richtig, weil die Physiologie, die Quesnay als Medizinstudent gelernt und in 
deren Terminologie er sich gerne ausgedriickt hat, selbst mechanistisch gefarbt 
war: der Mensch war fiir ihn, wie fiir fast alle Enzyklopadisten, /’homme machine. 
In der Tat kann er sich gar nicht lange innerhalb der biologischen Redeweise 
halten. Kaum hat er begonnen, vom Blutkreislauf zu sprechen, so gleitet er schon 
in mechanistische Bilder iiber und schreibt die Fortbewegung der Giitermassen 
der Wirkung von Radern, Hebeln u.dgl. zu. Dies ist charakteristisch fiir seine 
ganze Denkweise und zeigt, dass die Physiokraten im wesentlichen aus dem 
gleichen Zeug gemacht waren wie die anderen klassischen Nationaldkonomen und 
dass sie der mechanistischen Orthodoxie angehért haben und nicht der organo- 
logischen Opposition. 

Professor Spiegels kleine Veréffentlichung wirft Licht auf diese wichtige 
Grundwahrheit. Im Jahre 1774 hielt Du Pont bei einer der Dienstagabend- 
Soirées im Hause des alteren Mirabeau einen Vortrag iiber die wahrscheinlichen 
Auswirkungen einer Abschaffung der indirekten Steuern, und seine ganze Dis- 
kussion des Problems ist 6konometrisch-mathematisch. Leider ist die Nieder- 
schrift des Vortrages verlorengegangen, aber Du Pont selbst berichtete iiber seine 
Analyse an den Sohn Carl Friedrichs von Baden, und der betreffende Brief ist 
hier abgedruckt. Ein Eingriff in die Volkswirtschaft, sagt Du Pont, ist wie ein 
Schuss ins Wasser. Man kann seine Wirkungen berechnen und in einer Kurve 
zur Darstellung bringen. Dies ist dadurch erschwert, dass das Wasser nicht still- 
steht wie ein Teich, sondern fliesst wie ein Strom. Aber eine Erschwerung der 
arithmetischen und geometrischen Behandlung wird einen guten Mathematiker 
nicht allzusehr behindern, sondern eher anspornen, und Du Pont selbst unter- 
nimmt es, zu zeigen, wie das Problem trotz seiner Komplikation zu lésen ist. 

Eine Verbrauchssteuer, zum Beispiel auf Weizen oder Fleisch, vergréssert 
die Spanne zwischen dem Preis, den der Bauer erzielt, und dem Preis, den der 
Konsument zu zahlen hat. Schafft man sie ab, so wird diese Spanne stufenweise 
verringert und eine schrittweise Annaherung an den «natiirlichen» Zustand 
erzielt, unter dem das Einkommen des landwirtschaftlichen Produzenten — des 
einzig wirklich produktiven Gliedes der Volkswirtschaft —sein Maximum erreicht. 
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Diese wiinschenswerte Bewegung ist nun aber keine einfache. Wenn die Steuer 
unterdriickt wird, werden die Handwerker und Handler, die nun nichts mehr 
an den Fiskus abzufiihren haben, unter dem Einfluss der Konkurrenz wohl so- 
wohl ihre Preise gegeniiber den Konsumenten verringern als auch ihre Preis- 
angebote an die Urproduzenten erhéhen. Der Mechanismus der Volkswirtschaft 
bringt es dann zustande, dass die ganze Wohltat letzten Endes doch den Bauern 
und ‘Pachtern zugute kommt, es ihnen erméglicht, mehr zu investieren und zu 
produzieren, und so schliesslich die ganze Wirtschaft bereichert und belebt. Wie 
dies geschieht, dies eben ist es, was der Brief mit Hilfe einer Kurve oder eigentlich 
mit Hilfe zweier ineinandergeschachtelter Kurven darstellt. 

Hervorzuheben ist noch, dass Du Pont in seiner «zweiten Denntnnee dem 
Ricardianischen Begriff der Differentialrente sehr nahekommt. 

Professor Spiegel hat uns mit diesem kleinen Heftchen ein wertvolles Ge- 
schenk gemacht. Schade ist nur, dass er nicht das franzésische Original auch 
abgedruckt hat, und dass seine Einleitung so kurz ist. Ein tieferes Verstandnis 
des Textes setzt eine genaue Kenntnis der physiokratischen Preislehre voraus, 
insbesondere der drei Preiskategorien, die sie unterscheidet, und diese Kenntnisse 
kann man nur bei wenigen Lesern erwarten. Hier hatten ein paar Seiten Kom- 
mentar von grossem Werte sein kénnen. 


University of Manchester (United Kingdom) W. STARK 


The Economic Development of Malaya. Report of a Mission organized 
by the International Bank for Reconstruction and Development. 
Baltimore 1955. The Johns Hopkins Press. xx, 707 p., and 11 maps. 
$ 7.50. 


This comprehensive report, the work of a dozen specialists presided over by 
Sir Louis Chick, was made at the request of the governments of the Federation of 
Malaya, the Crown Colony of Singapore and the United Kingdom. The mission’s 
agreed task was “‘to assess the resources available for future development, to 
consider how these resources might best contribute to the economic and social 
development of Malaya, and to make recommendations for practical measures 
to further such development”. It envisaged a public development programme 
covering the quinquennium 1955-59. 

The outlines of the mission’s proposals are given in Part 1 of the report. They 
are discussed in detail in Parts 1, m1 and rv and the discussions are closely related 
to a series of twelve Technical Reports (on agriculture and forestry, irrigation and 
drainage and river conservancy, land tenure, fisheries, mining, power, transport 
and communications, industrial development, education, public health, social 
welfare and currency and banking) which together form Part v. Statistical tables 
are freely scattered throughout the text and there is in addition a forty-page 
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Statistical Appendix. The amount of information provided is truly impressive, 
but the reader never finds himself bogged down in details; for the report is a 
model of clarity and succinctness. 

Its weakness, freely admitted by its compilers, is that there are many factors 
of firstrate importance, such as the internal political situation, the fluctuating 
fortunes of rubber and tin in world markets, the ups and downs of entrepot trading 
(in Singapore’s case) and the “emergency”, which make economic planning 
highly speculative. And as it was drafted long before the preliminary negotiations 
for the introduction of self-government in Singapore and Malaya took place, the 
question now arises as to how far the immense political changes now scheduled for 
1957 are likely to reduce its validity and practical value. For it is essentially an 
economist’s estimate, and sets out a programme of economic expansion and 
advancement in standards of living in what must under present political conditions 
be described as a spirit of optimism, though optimism restrained and carefully 
qualified. 

Thus the “emergency ’’, which assumes such large proportions in the political 
sphere, is seen by the compilers of the report as a heavy financial burden, but only 
a minor disruptive influence on day-to-day economic activity. And the only 
comment of any importance upon the Chinese is that the majority of them today 
are probably a settled community. No analysis of their economic position vis-a-vis 
the other communities is attempted. 

The problems about which the members of the mission are mainly concerned 
are (a) whether development can keep pace with a rate of population growth that 
is among the highest in the world; (b) the availability of financial resources in 
view of mounting government requirements resulting from the expansion of 
education and the social services, and the unlikelihood that revenue will rise 
accordingly; (c) the instability caused by specialization on tin and rubber, and, 
in Singapore’s case, on entrepot trading; and (d) the need to expand agricultural 
production in rice and other products as well as rubber, and to broaden the base 
of secondary manufacturing. In this review, we must content ourselves with 
commenting on those matters, dealt with in the report, which appear to be of 
outstanding importance. 

In the first place the economy of Western Malaya and Singapore is fairly 
advanced by Asian standards and the per capita level of national income is the 
highest in the Far East. But a high proportion of the gross domestic expenditure is 
spent on imports, and as in the mission’s view Malaya must in future depend more 
on domestic saving than on new private foreign capital, the rate of saving is not 
high enough. Private investment, they insist, will continue to make a major contri- 
bution to economic expansion. Hence an investment climate must be maintained 
which will induce foreign capital to remain in Malaya and invest its earnings 
there. The impending political changes, it may be remarked, are likely to give 
added point to this contention. 

The competition of the synthetic rubber industry is a matter of vital impor- 
tance for Malaya’s economic future. Research into the production of high-yielding 
rubber indicates that even if prices were to fall well below present levels it could 
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continue to compete profitably with synthetic rubber. Hence the members of the 
mission are emphatic that the country’s “‘highest and most urgent development 
priority”’ is to carry through a replanting programme of high-yielding rubber. 
Their discussion of this question is particularly well informed for they had before 
them the report (published in 1954) of an independent mission of enquiry which 
had carried out a thorough examination of the Malayan rubber industry. They 
do not, however, agree with the Rubber Enquiry’s proposals for government 
assistance in replanting by reductions of export duty on the grounds that they 
would saddle the government with a heavy financial load without ensuring com- 
mensurate results. Their own method would be for the government to make a 
uniform grant per acre towards the cost of replanting a stipulated proportion of 
planted acreage within a prescribed period, and leave rates of export duty approxi- 
mately as at present. 

The tin industry’s problems are less critical than those of rubber, but serious 
enough, for the strategic stock-piling, which for the last two years has kept the 
market in good heart after the violent fluctuations during and after the Korean 
War, may soon come to an end. Moreover, technological development has reduced 
the need for tin in the manufacture of certain articles. Malaya is therefore faced 
with a short-run prospect of an agreed curtailment of output in the region of 10 
per cent. Besides this, the industry has to bear an inequitable tax burden, and is 
up against formidable, but not insuperable, difficulties in acquiring suitable tin- 
bearing lands to replace worked-out mines. On the other hand, if the large 
increase in “free-world’’ demand predicted by the American Paley Report (1952) 
materializes, Malaya’s long-run prospects should be good, since her competitors 
are likely to find the cost of additional output considerably higher than Malaya 
herself should. 

The report touches upon the problem of co-ordination, arising from the present 
Federal-State relationships in the Federation, with the firm recommendation that 
development must be more closely planned at the centre. This would involve a 
big change from the present practice whereby policy in such important matters 
as land use, agriculture, forestry, animal husbandry, education and medical and 
health services, has been largely decided by the State and Settlement governments. 
To the dispassionate observer there can be no doubt whatever that particularism 
should not be permitted to interfere with the well-being of the whole, and that 
from the economic point of view closer Federal control over policy is essential. 
Whether, however, Malay particularism, which demonstrated its strength so 
successfully in opposition to the MacMichael Plan in 1946, will accept such an 
assertion of authority by the Federal Government is quite another matter. What 
is recommended, it must be clearly understood, involves no more than the fuller 
exercise by the Federal Government of its existing powers and responsibilities. 
But the exercise of powers previously held in abeyance can easily bedevil a delicate 
situation, and any such move would demand leadership of the very highest quality. 

Much the same sort of comment may be made on the mission’s recommenda- 
tions with regard to the allocation of funds for public investment. They stress first 
of all the requirements for economic expansion; the remainder, they say, will go 
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to the social services. These, they agree, must be extended and improved. But they 
suggest that the insistent public demand for more schools and teachers, and medical 
and health facilities must to some extent be resisted because of the limitations of 
finance and personnel. Anyone acquainted with the vast post-war effort, that has 
been made in these fields with spectacular success, knows how supremely difficult 
any attempt to limit its momentum must be. Moreover, Singapore’s rate of pro- 
gress in these matters, which is ahead of that of the Federation, cannot fail to 
affect the latter’s. 

One of the most immediately urgent problems in the realm of the social services 
is that of urban housing. In urban areas the construction of houses has lagged far 
behind needs, and the report warns that overcrowded housing is probably now 
the largest single factor contributing to make tuberculosis one of the most serious 
diseases of Malaya. 

We have stressed that this is an economist’s report: it contains much cogent 
thinking, but its practical applicability depends upon factors beyond the scope 
of economic planning. In the Jight of these there is perhaps an air of unreality 
about it. Nevertheless it is of the highest importance that a dispassionate assessment 
of the means of economic advancement and social betterment, which are available 
to Malaya today, should be placed on record. And this the report does fairly and 
squarely. 


School of Oriental and African Studies, D.G.E. Hatt 
University of London 


J.Goupriaan. Economie in 16 bladzijden. Amsterdam 1950, second 
printing 1953. J. H. de Bussy. xxi, 249 p. hfl. 15.- 


In 1939 Professor Goudriaan shocked his fellow economists in the Netherlands 
by declaring that “‘all really exact scientific truth in the field of economics can be 
compressed into a little book of perhaps twelve or sixteen pages’’. Among the 
various replies which this statement provoked, one seemed particularly apt: 
‘If so, please write the booklet”. In 1950, Goudriaan’s Economie in 16 bladzijden 
(Economics in 16 pages) appeared; the second printing, 1953, is the subject of 
this review. 

It cannot be said that the book proves the statement. First, the number of 
pages (270) is much nearer to 16? than to 16; 16 pages of small print summarize 
the argument, but the author takes many pages to detail what he has in mind. 
Secondly, whatever opinion we hold about the limits and the subject-matter 
of economics, it is quite clear that this book treats only a part—and, to some minds, 
perhaps a small one—of the whole field of economic theory. It aims mainly at the 
construction of a macro-economic model! and at the specification of the ‘‘ determi- 


1. Goudriaan himself rejects the word “‘ model” because he thinks it misleading; I use it because it is 
short and well known. 
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nateness”’ or “‘indeterminateness”’ of a number of prices and quantities in that 
model; it also gives some advice on economic policy, e.g. on the desirability of 
two built-in stabilizers. This is interesting and important, but it does not constitute 
a map, not even a sketchy one, of “‘all really exact truth in the field of economics”. 
Is there no exact truth to be found in the field of prices, wages, the division of the 
national income, the mechanics of international trade? None in micro-economics, 
nor in public finance? Is it true that, since we have learned the art of modern 
macro-economics, we can drop monetary theory in the old sense altogether 
without losing a certain amount of insight—call it “‘exact truth” or not? Is the 
analysis of economic institutions, of their consequences and significance, to be 
omitted as non-scientific and non-exact? The mere fact that it is possible to pose 
such questions proves the untenable position that Goudriaan has chosen to take 
up. The pretentious nature of his initial claim and a number of vehement and 
caustic remarks (mostly undeserved) about the work of his colleagues mar this 
otherwise very stimulating treatise. 

This is a pity, for Goudriaan’s book certainly contains an important contri- 
bution to macro-economic theory. The author is particularly interested in the 
determinateness of equilibria. His starting point is that decisions by one man are 
generally indeterminate and that decisions taken simultaneously by a great 
number of people are “‘stochastically”? determinate, unless these people decide 
with regard to each other’s decisions. In that case the situation is again indetermi- 
nate. Population, productivity, total consumption are determinate; total in- 
vestment, money rates, stock market prices are indeterminate. Furthermore, 
Goudriaan contends that in the production’ of raw materials quantities are 
determinate, but prices are not; in retail trade prices are determinate and so are 
quantities; in industry prices and quantities tend to be indeterminate. These three 
sectors are introduced into the model as separate equations. The model as a 
whole is indeterminate; activity, employment and the price level are unstable. 
Instability is enhanced by the multiplier and the accelaration principle. According 
to the author, the slightest deviation of equilibrium will give rise to undamped 
fluctuations. 

To overcome this instability Goudriaan makes two proposals for economic 
policy. First, the price level of raw materials and the rate of exchange should be 
stabilized by linking the currency to a commodity standard. Goudriaan was one of 
the first to advocate this now well-known idea. Secondly, the production of 
capital goods should be stabilized by pooling a great number of potential in- 
vestment projects, public as well as private, for execution when the activity of the 
investment industries falls below the level that will make’ the pooled projects, 
given their demand prices, attractive for the suppliers of capital goods. The more 
conventional instruments for anti-cyclical policy are considered inadequate; they 
could, however, in Goudriaan’s opinion, be of some value if used in addition to 
these two automatic stabilizers. It is noteworthy that he deals mainly with the 
manipulation of discount rates and operations in specific commodity markets 
(AAA-schemes and the like); an adequate discussion of general fiscal policy is 
not included. 
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Goudriaan’s main ideas are accompanied by many penetrating remarks on 
related questions. The book deserves better treatment than I can give it here. 
Space considerations confine my comments to the following points. There seems 
to be an insufficiently explored gap between Goudriaan’s theory and the current 
work of econometricians. Indicative of this gap is the somewhat unclear relation 
of the concepts “indeterminate” and “‘ stochastically determinate ’’ (in Goudriaan) 
and the concept of the random variable, which is well known in econometric 
theory. Significant in this context is also the static nature of Goudriaan’s model, all 
the variables having the same time-index. The author declares that difference- 
equations (as used by Tinbergen, Frisch and their followers) are meaningless for 
all situations other than a few agricultural markets; but this seems hardly be- 
lievable. However, gap or no gap, the idea of the three sectors, distinguished by 
the determinate or indeterminate character of their prices and quantities, may 
be useful for anyone who has to occupy himself with model-building. 

The author’s advice on policy is threefold: two proposals and one negative 
pronouncement. The first proposal—the commodity currency—is discussed at 
length elsewhere*. The second proposal—the pool of investment projects—will 
sound rather dubious to those who have had some experience of the cold storage 
of public projects, especially when it is remembered that Goudriaan intends that 
private projects also should be stored for the future. The third and more general 
idea—that the instability of the system cannot be overcome by the well-known 
instruments of anti-cyclical policy—seems to me too pessimistic and liable to be 
rather dangerous if it became popular. What we need is a frank and clear under- 
standing of post-Keynesian stabilization and expansion policies, a realistic belief 
in their possibilities, and the full weight of political power behind these policies. 
The realisation of these desiderata may be hampered if people believe fiscal 
policy is doomed to failure. This does not mean that Goudriaan’s proposals for 
the insertion of built-in stabilizers are of no value; but whatever their worth, it 
should certainly not be procured at the cost of excluding a purposeful operation 
of public finance. 


University of Groningen ( Holland ) J. Pen 


Dovuctas C. Hacue and Atrrep W. Stonier. The Essentials of Eco- 
nomics. London 1955. Longmans. x, 173 p., 12s. 6d. 


This book has a big brother, a Textbook of Economic Theory, an excellent piece 
of craftsmanship, good to learn from and good to teach from. The new book 
deals with about the same subject on a popular basis. The professional economist 
can only be pleased with the competent way in which major problems of economics 


2. See for instance: Commodity Trade and Economic Development, United Nations 1953. The report was 
prepared by a group of five experts, under the chairmanship of Prof. Goudriaan, 
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are examined: the consumer’s behavior; monopoly and competition; generation, 
distribution, and fluctuations of the national income; the special fields of public 
finance and international economics. Likewise, the layman will benefit greatly 
from the clear and simple explanation of economic institutions. He cannot fail 
to grasp the function of the stock market (as expounded on p. 84/85), the phenom- 
enon of the dollar gap (p. 146), or the strange constellation that we call oligopoly 
(p.41-45). 

But when we proceed from economic institutions to economic analysis, a 
fundamental methodological difficulty emerges. The book is not written for the 
professional economist; it is an “introduction and outline for students and for 
the general reader”. Yet, can the latter, if he never was a student of economics 
really benefit from ‘the traditional methods of ‘deductive’ economic analysis?” 
If he makes a serious, really serious, effort, he can. He can learn to understand the 
economist’s terminology, definitions, and conclusions. But after he has been given 
a tour through the complex maze of logical abstractions, can he apply our gibberish 
to the interpretation of every-day economic realities? Is it not as if we had made 
him say his prayers in Latin, or as if we expected him to enjoy modern paintings 
after reading a book on expressionism? 

We do seem to have learned to teach qualified people how to think abstractly. 
But the fundamental pedagogic problem of moving in the reverse direction, from 
abstraction to reality, has not yet been mastered. When economic forecasts are so 
frequently wrong, it is not because the theories are necessarily wrong, but because 
the theories are applied where they are not applicable. 

Another example can be supplied from the Essentials of Economics. “‘... the 
economist must... concentrate his attention on the essentials of the problem by 
assuming all other things equal’? (page x). We are not told, however, that en- 
lightened deductive analysis requires some sort of juggling with the ceteris paribus 
clause. Thus the untutored mind may easily fall prey to fallacy of composition. 

Monopsonistic exploitation of labor 4 la Joan Robinson, where the marginal 
revenue product of labor (and therefore the maximum wage rate) trails behind 
the value of the marginal physical product, is, though not explicitly deduced, 
plainly implied on pages 48/49. But we also learn of a minimum wage rate—the 
transfer earnings of labor—on page 64; and we are also informed that the actual 
wage rate is usually higher than the transfer earnings, the difference being called 
rent (p.64). Since the wage rate despite its including rent must still be below the 
value of the marginal physical product, we find that wage earners can be “‘rentiers”’ 
and still be “exploited” by their employer. The paradoxical situation disappears 
when we shift from static to dynamic economics where “other things” are not 
equal: long-run monopsonies would be a rare occurrence. The layman, however, 
is not aware of the need for a shift. 

Who is to be blamed for such confoundment? Not the authors who carefully 
stated that they would follow “‘the traditional methods of deductive economics”. 
But what we need today, after we have been indoctrinated in decomposition of 
reality, is instruction in something different, namely, re-composition. Stuffed with 
general conclusions, we have to learn to retrace our steps back to specific reality, 
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i.e., not just to reverse effect and cause, but to walk back step by step along the 
path on which we came and to add gradually and systematically what was 
eliminated in the abstracting. Some day a book will have to be written: “‘The 
Return Trip from Economic Principles to Reality”. 


New York University Orto H. Exr.icu 


Bert G. Hickman. The Korean War and United States Economic Activity, 
1950-1952. Occasional Paper 49, National Bureau of Economic 
Research. New York 1955. 61 p. $0.75. 


‘ 


This paper is described as “‘part of a comparative study of peacetime and 
wartime business cycles” (p.1). The greater part of its 61 pages is devoted to the 
period 1950-1951, with a brief section on 1952. Considerable space is also given 
to the mobilization of 1940-1941, preceding U.S. entry in World War u, and 
to a comparison of the quite different patterns of resource utilization, expendi- 
tures, business ordering, consumer saving, prices, defense spending, and the 
Federal fiscal position in 1940-1941 and 1950-1951. This competent, systematic 
review should be most useful for readers not familiar with the detail of economic 
developments during these two highly unusual periods. 

Some generalizations are made on the broader theme of peacetime and 
wartime business cycles. ‘“‘ The peculiar feature that distinguishes war from other 
external forces is the magnitude of the claim exerted by the state on the nation’s 
resources.... This is the basic fact that gives war cycles their family resemblance 
and sets them apart from peace cycles. However, war cycles bear only: a family 
resemblance...” (p.57). Mr. Hickman clearly brings out the difference in 
magnitude between World War 1 and the Korean conflict. National security 
expenditures absorbed 14 per cent of gross national product in 1952 and. 1953, 
compared with 41 per cent in 1943 and 1944. In both 1951 and 1941, however, the 
proportion was about 11 per cent. 

Much of Mr. Hickman’s analysis is based on the U.S. Department of Com- 
merce national income and product accounts, supplemented by a wide variety of 
measures of economic activity and prices. A virtue, typical of publications of the 
National Bureau of Economic Research, is the inclusion of numerous charts and 
tables. 

The paper is full of references to consumer behavior during the abnormal 
Korean period. The main conclusion, however, is a commonplace. ‘‘ The major 
lesson to be learned from a study of the Korean period is that consumers provided 
with sizable holdings of liquid assets and easy access to consumer credit can 
markedly influence the course of economic activity if, as a group, they develop 
expectations that lead them to make advance purchases on a large scale” (p. 4-5). 
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Perhaps the central theme of the discussion of the Korean period is why the 
8 months ofstrong inflationary pressure after June 1950 were followed by a sustained 
period, beginning early in 1951, in which deflationary effects largely counter- 
balanced the inflationary influence of defense spending. Wholesale prices at the 
end of 1952 were lower than in early 1951. Mr. Hickman views both the inflatio- 
nary developments of the second half of 1950 and the subsequent deflationary 
influences as stemming from shifts in consumer behavior, which were directly 
manifested in consumer outlays for goods and services and less directly in the 
pattern of change in business inventory. As consumer demands became less 
urgent and as a substantial accumulation of business stocks was followed by an 
interval of much more modest buildup, it was possible after early 1951 “‘ to increase 
defense expenditures substantially without serious inflationary consequences’’. 
“The Government’s major contribution to economic stability [through increased 
tax rates and credit controls] was to slow the growth of disposable personal income 
as defense expenditures mounted; this helped to prevent a rapid growth in con- 
sumer expenditures” (p.2). Price controls, which were imposed in early 1951, are 
discounted as a force making for stability during the Korean period. 

The present reviewer would agree that consumer spending from early 1951 
to the end of the year was characterized by restraint, conditioned by the forward 
buying of late 1950 and early 1951, the judgment that supplies would probably 
be ample in contrast to the shortages of World War u, and the desire te improve 
liquid asset and debt positions. These factors, however, do not explain why, 
following some decline in 1952, the saving rate remained relatively high well into 
1954 and, indeed, the author does not address himself to this important problem. 
The description of the actual course of consumer spending after early 1951 might 
well have been tightened. The text does not clearly bring out that the saving rate 
declined after late 1951. At times the emphasis is on the rise in the ratio of personal 
saving to disposable income; at times on changes in real takings of goods and 
services on an annual basis; and at times on a decline in dollar outlays. The paper, 
however, blurs the fact that—after declining in the second quarter of 1951 from 
the exceptional first quarter rate—consumer spending began a steady increase 
(in current dollars) which carried it to a new high in the fourth quarter. 

In general, for the period 1950-1951, the role of business decisions and go- 
vernment orders (as distinct from expenditures) appears to be underestimated in 
Mr. Hickman’s paper. Business expectations of consumer behavior were, no 
doubt, a major factor in inventory policies, but so were judgments of prospective 
shortages in important markets—particularly of metals, of price developments, 
of the size of the defense program, and of the volume of defense orders. A weakness 
of the paper is that no data are presented on the buildup of defense orders—a criti- 
cal area for which data are available. 

Scattered here and there in the paper are statements and judgments to which 
the reviewer takes exception. For example, it is stated (p.7) that in mid-1950 
“the pool of unemployed labor that could be drawn upon to increase the national 
output was small”. This ignores the marked elasticity of the labor supply under 
appropriate stimulus. The year beginning in mid-1950 witnessed an unusually 
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sharp expansion in the labor force, largely reflecting the entry of women. The 
chart on the civilian labor force and employment (p.8) does not show this because 
of the increase in the size of the armed forces, of which there is no mention in the 
paper. Footnote 23, p.31-32, is in error when it states “‘...the impact of the 
deficit may have been softened in the last six months [of calendar year 1951] as 
the Treasury drew down its cash balance, since the sale of additional securities 
probably would have increased the private money supply’’. Drawing down the 
cash balance under such circumstances is more inflationary than borrowing from 
non-bank investors—which would have denied the funds to alternative uses, 
Borrowing from banks, assuming no resultant increase in Federal Reserve System 
credit, would have been no more inflationary than running down the cash balance, 
and may have been less so. It should also be noted that drawing down the Treasury 
cash balance does transfer deposits to the private sector and hence, of itself, does 
increase the private money supply. 


Division of Research and Statistics, Louis WEINER 
Board of Governors of the Federal Reserve System, 
Washington, D.C. (U.S.A.) 


C. HitpretuH and F.G.Jarretrt. A Statistical Study of Livestock Pro- 
duction and Marketing. Cowles Commission Monograph, No. 15. 
Wiley & Sons, New York, and Chapman & Hall, London, 1955. 
xi, 156 p. $4.50. 


Continuing the series of publications which the Cowles Commission is 
devoting to the study of economic models taking the form of structural systems 
(also known as systems of interdependent relations), the present volume has two 
distinctive features. First, an authoritative exposition is given of the formal and 
numerical procedures involved in this line of approach. Secondly, emphasis 
is laid on the empirical findings. The authors point out that the resulting demand 
elasticities are somewhat higher than comparable estimates that have been 
obtained in other investigations by traditional methods. The same tendency had 
been noted in other applications of interdependent relations?. 

Recent works by C. Christ, H. Simon and others have done much to clarify 
the rationale of interdependent relations?. It would seem, however, that some 
obscurity remains with regard to the operational meaning of the approach. For 
example, can the demand elasticities estimated by Hildreth and Jarrett be 


1. See A. R. Bercstrom, “An Econometric Study of Supply and Demand for New Zealand’s Exports”, 
Econometrica, Vol. 23 (1955), p. 258-276. 

2. C.Curust, “A Test of an Econometric Model for the United States, 1921-47”, Conference on Business 
Cycles, National Bureau of Economic Research, 1951, p. 35-129; H.Simon, Causal Ordering and Identifiability, 
Cowles Commission Monograph, no. 14 (1953), P- 49-74- 
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regarded as elasticities in the usual sense? The doubt arises because the approach 
makes use of the notion of causality in what seems to be a more general fashion 
than is the case with traditional models—in particular with so-called recursive 
systems—and the question is whether the customary definition of elasticities 
and similar parameters can be maintained in such a generalization. In a forth- 
coming paper the reviewer argues that the answer is in the negative, and that 
the tendency towards higher elasticities may be due to a bias or predisposition 
in the approach’. To illustrate the argument, suppose that consumer demand d; 
and market price ~; are jointly dependent upon lagged consumer income 1-1. 
We then have two interdependent relations, say 


{ dt + aope = a1 + aort-1 + Zt 


-b 
— | Pe + bode = br + bore—1 + ba5e-1 + 21 


where we have introduced some suitable variable s;-; to make the system iden- 
tifiable, and where the residuals are assumed to be non-correlated with the 
right-hand variables but, in general, not with the left-hand variables. The 
situation is fundamentally different from an ordinary demand relation, say 


(2) dy =c—efe t+ En-1+ 2 


This is by hypothesis a causal relation, so, if all variables are measured in 
logarithms, the parameters may be interpreted as ordinary elasticities. To restate 
this well-known fact in detail: if price pf; falls by 1% while lagged income 
m-1 and other factors are constant, then demand d will rise by e%; and, if 
income r-; rises by 1°%% while price f; and other factors are constant, then de- 
mand d; will rise by E% ; moreover, on the assumption that the residual is non- 
correlated with f; and 7-1, the least squares regression of d; on f; and r¢-; will 
give consistent estimates for e and E. Such a causal interpretation will, in general, 
not apply to the relations (1a—b). In fact, if (1a) were in the same sense a 
causal relation for d; and (1b) a causal relation for f;, then #; could be substituted 
from (1b) into (1a), and this would give a relation by which d; is partly explained 
by the variables r;-1 and s¢-1, partly by the variable d; itself (carrying the factor 
—agbo). In other words, if the parameters in (1a—b) are interpreted as ordinary 
elasticities, we run into the causal circle that the variations in d are partly 
explained by themselves. Hence the residuals in (1) may become smaller than 
is compatible with a causal interpretation in the sense of (2), and if this risk 
materializes the coefficients will tend to be larger in (1a) than in (2). 

The above argument applies to any system of interdependent relations, and 
so we conclude that the parameters of such relations cannot, in general, be inter- 
preted as causal relations in the customary sense here illustrated by (2). It will 
be noted that the bias in question is inherent in the model itself and is not due to 
a biased estimation procedure. More precisely, behind (1) lies the assumption 


3. “Causal Inference from Observational Data”, Journal of the Royal Statistical Society, Ser. A. Cf.H. Wop, 
Econometrica, Vol.19 (1950), p.475-477, and also, for further reference, WoLD-JuR£EN, Demand Analysis, 
Stockholm 1952 and New York 1953, especially Chs.2, 7, and Exercise 1v, 31. 
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that /; and d; are mutually related by a probability distribution: a conditional 
probability distribution into which r-; and s;-1 enter as conditional variables. 
The conditional distribution is specified by the two relations (1a—b), and these 
do not have the same operational meaning as a causal relation like (2). 

Earlier contributions to the interdependent-relations approach have pri- 
marily been concerned with questions of method, the numerical applications 
having been presented more as illustrations of the technical procedures than 
as endeavours to obtain valid estimates. The present authors have made serious 
attempts towards the construction of a realistic model; but, although they report 
three successive revisions of their first model, they are not satisfied with the 
outcome, and, in particular, they state that their production relation requires 
further revision. The reviewer is impressed by the determined efforts of the 
authors; and whatever may be said about the logical implications of inter- 
dependent relations, it is obvious that empirical work carried out in the spirit 
of the present volume makes valuable material for judging the rationale of the 
approach. 


University Institute of Statistics, Uppsala (Sweden) HermMAN WoLp 


Don D. Humpnurey. American Imports. New York 1955. 20th Century 
Fund. xvi, 546 p. $6.00. 


Das unter Mitwirkung von Professor Calvin B. Hoover (der das elfte Kapitel 
verfasste) geschriebene, theoretisch und statistisch griindlich fundierte Werk ist 
nicht nur wegen der bleibenden Aktualitat des Problems der sogenannten Dollar- 
liicke wichtig. 

Unter den Auspizien des 20th Century Fund und der National Planning 
Association entstanden, die als Schlusskapitel eine handelspolitische Erklarung 
ihres Komitees fiir internationale Politik beitragt, gibt es neben der Darstellung 
des amerikanischen Protektionismus und seiner gesellschaftlichen, wirtschaftlichen 
und politischen Hintergriinde vor allem eine eingehende Analyse der amerika- 
nischen Handels- und Zahlungsbilanz und ihrer voraussichtlichen Entwicklung. 
In letzterer Hinsicht erscheint besonders wertvoll die von intimer praktischer 
Kenntnis des amerikanischen Markts, seiner Struktur und seiner Absatzmethoden 
getragene Erérterung der Schwierigkeiten, denen die auslandische Konkurrenz, 
namentlich die europaische Fabrikatkonkurrenz, bei dem Versuch begegenet, 
in diesem Markt Fuss zu fassen, dessen stossweise auftretender, schnelle Befriedi- 
gung heischender Massenbedarf oft die Leistungsfahigkeit europaischer Indu- 
strien iiberfordert. Dies und der kontinentale, relativ selbstgeniigsame und in sich 
ausgeglichene Charakter der amerikanischen Volkswirtschaft sind wahrscheinlich 
ein grésseres Hindernis in der Schliessung der Dollarliicke als der Protektionismus. 
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Zwanzig Jahre des Abbaus der Hochschutzzélle auf ein im. ganzen massiges 
Niveau waren nicht von einer Vergrésserung, sondern von einer Verkleinerung 
der Einfuhren im Verhaltnis zur nationalen Produktion begleitet. Ausserdem 
haben sich diese Einfuhren immer mehr auf wenige Genussmittel (Kaffee), 
Nahrungsmittel und Rohstoffe konzentriert, und der Grossteil des internationalen 
Austausches findet innerhalb der westlichen Hemisphiare statt. 

Auch beziiglich des Ausgleichs der Zahlungsbilanz durch den Kapitalverkehr 
erlauben die vorhandenen Daten keine sehr optimistische Prognose, wenn wir von 
den amerikanischen Subsidien und politisch bestimmten Krediten absehen, und 
die Untersuchung der Dienstleistungsbilanz und besonders des Reiseverkehrs 
Amerikas gibt gleichfalls ein in dieser Beziehung iiberraschend wenig positives 
Ergebnis. 

So erscheinen die Aussichten, die rein kommerzielle Dollarliicke ohne Fort- 
setzung der europdischen Diskriminierung (im Zahlungsverkehr) gegen die 
Vereinigten Staaten und ohne Subsidien und Hilfskredite der letzteren dauernd 
zu schliessen, nicht sehr giinstig. 

Diese notgedrungen kurzen Andeutungen erschépfen in keiner Weise den 
reichen Inhalt des Werks. Fiir alle, die theoretisch und praktisch an den Problemen 
der amerikanischen Wirtschaftspolitik und Wirtschaftsgestaltung interessiert 
sind — und das sind alle, welche die kiinftigen Wirtschaftsméglichkeiten Europas 
einschatzen wollen —, ist das Werk durchaus unentbehrlich. 


Bonn (Deutschland ) HERBERT VON BECKERATH 


EmiLe JAMES. Histoire sommaire de la pensée économique. Paris 1955. 
Montchrestien. 335 p. 


Cette histoire a le mérite de ne pas étre semblable aux autres. Sans doute 
l’auteur a-t-il pris soin d’indiquer qu’ il étudie l’évolution de la pensée économique, 
c’est-a-dire a la fois la théorie et les doctrines, et qu’il ne se rallie ni a la distinction 
établie par G. Pirou, ni a celle plus subtile de J. Schumpeter, toutes deux sujettes 
a critique, mais il se singularise par sa volonté d’actualisation. Tout le passé est 
envisagé par lui en fonction de la pensée économique d’aujourd’hui. II s’agit donc, 
dans ces pages, non pas d’une histoire au sens ordinaire de ce mot, descriptive de 
tous les surgissements de pensée et de tous les détours, quels qu’aient été les résultats 
et méme si certains d’entre eux sont ensevelis pour jamais (semble-t-il) dans la 
poussiére des années révolues, mais bien d’un examen des modes d’approche des 
conceptions actuelles, des antécédents de nos théories et de nos doctrines. 

Le mot “histoire” parait 4 peine correct. L’historien s’efforce de se situer a 
l’époque oi la thése qu’il envisage a été élaborée et il l’apprécie en tenant compte 
d’un milieu disparu. M. James examine, au contraire, l’apport des anciens 
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écrivains 4 la science moderne et les juge d’aprés le profit que nous en avons tiré. 
Il est, somme toute, beaucoup plus économiste contemporain qu’historien du 
passé. 

Cette maniére de voir est originale et intéressante; nous félicitons l’auteur de 
l’avoir mise en pratique. Elle rend son exposé beaucoup plus vivant et instructif 
que d’autres plus longs et fouillés. Elle présente toutefois quelques inconvénients 
dont nous devons faire mention. 

D’abord, l’auteur tend inévitablement 4 supposer que la science actuelle se 
situe 4 un niveau supérieur a tous ceux qu’elle a atteints antérieurement, il la prend 
pour référence; or elle évoluera certainement dans l’avenir et rien ne dit qu’elle 
ne fera pas sortir de l’ombre des conceptions considérées aujourd’hui comme 
périmées et par conséquent exclues du présent ouvrage. La résurrection d’anciens 
auteurs est fréquente en économie politique. M. James met en lumiére avec raison 
Condillac, Cantillon, Galiani, Dupuit, Cournot, longtemps ignorés ou sous- 
estimés, mais il rejette dans les ténébres les utopistes et consacre seulement un 
peu plus d’une page a Saint-Simon. 

Ensuite, l’auteur risque d’étre entrainé 4 porter des jugements subjectifs, il 
passe presque sous silence des maitres contemporains, comme Charles Rist, et 
met en vedette d’autres économistes qu’il estime de plus grande importance. 
Loin de nous l’idée de lui reprocher ses prises de position, mais ce qu’elles nous 
révélent, c’est moins l’histoire de la science ou sa situation actuelle que la pensée 
de l’auteur lui-méme, les influences qu’il a subies (celle de Schumpeter par 
exemple) et ses tendances personnelles. Nous constatons, par exemple, qu’il 
connait et apprécie les ouvrages anglo-saxons, mais fort peu ceux de nos fréres 
latins d’Italie et d’Espagne. 

Le livre est parfaitement charpenté. Les cing parties correspondent respective- 
ment aux catégories suivantes: 

1° Les courants de pensée pré-classiques: La place faite a l’antiquité est bien 
réduite, la critique de Platon par Aristote aurait mérité quelques développements, 
a notre sentiment. 

2° Les écoles classiques: J.-B. Say est heureusement mis en valeur. 

3° Les réactions contre les idées classiques; I] nous parait difficile de placer 
dans cette partie, comme le fait l’auteur, ce continuateur des classiques que fut 
Stuart Mill; sa volonté réformatrice ne permet pas de l’opposer 4 ceux qui furent 
ses maitres, et il est resté fidéle jusqu’a la fin de son existence aux principes fonda- 
mentaux hérités de son pére comme le prouve son ouvrage sur «la liberté». 

4° L’apparition d’une nouvelle pensée classique. 

5° Les recherches théoriques au xx® siécle: Nous signalerons comme particu- 
liérement remarquables les analyses des conceptions de Wicksell et de Keynes. 

M. E. James, dans sa conclusion, note que l’organisation économique dite 
libérale, qu’on espérait «neutre» dans les conflits sociaux, a favorisé |’action 
intéressée des forts, et que l’on est revenu, pour ce motif, 4 une politique d’inter- 
vention plus ou moins systématique. Ajoutons que cette politique a déplacé le 
probléme sans le résoudre, car l’action intéressée s’est poursuivie et ceux qui 
l’exercent ont simplement changé de nom. La solution réside dans une modification 
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de la mentalité des forts: c’est le probléme des élites qu’a clairement indiqué 
auteur (p. 294). 

Cet excellent livre se termine par des souhaits auxquels nous souscrivons: 
que les économistes étudient les facteurs de la croissance a long terme, la firme, 
le but de l’activité économique, les besoins et les travaux humains - disons plutét, 
en ce qui concerne ce dernier veeu, qu’ ils s’orientent vers un examen psycho-socio- 
logique: ce sera la meilleure maniére de rendre la science économique plus 
humaine. 


Université de Paris Louts BAUDIN 


EmiLeE JAMEs. Histoire de la pensée économique au XX® siécle. 2 vols. 
Paris 1955. Presses Universitaires de France. 704 p. ffr. 2200. 


Here is a very comprehensive, lively and informative history of the economic 
and politico-economic ideas of the twentieth century. The first volume takes us 
from 1900 to Keynes’s General Theory of 1936, and the rather larger second volume 
carries on from 1936 into the early 1950’s. M. James starts by rejecting altogether 
for historiographical purposes the distinction emphasised by Pirou, Schumpeter 
and others between economic “‘theories’’, economic analysis, or “‘scientific’’ or 
“positive”? economics, on the one hand, and, on the other hand, economic “‘doc- 
trines” concerned with judgements of economic policies, institutions, or reforms, 
involving value judgements or ethical assumptions. It is easy to agree with 
M. James that developments in economic “‘analysis’’ have seldom come about in 
complete abstraction from any political application or significance, ultimate or 
proximate, which such analysis was thought or intended to bear, and that an 
attempt to confine a history strictly to the development of “pure analysis’? would 
require an extremely distorting and disfiguring operation on the body of economic 
thought, which would result in ‘une image partielle, desséchée, et finalement 
inhumaine” (p.2). This would still apply even to the most recent period in the 
history of economics, that is, since it has become a subject mainly developed by 
academic universitaires, and it would, of course, apply with still more force to the 
whole previous history of political economy. 

Nevertheless, this distinction cultivated by Pirou and Schumpeter surely has 
an important part to play. It still seems worth insisting on the two commonplace 
distinctions (1) between the explanation of how and why an economist was moved 
to put forward the particular propositions he did, and the “‘objective”’ validity or 
invalidity of those propositions; and (2) between “‘positive”, neutral, testable 
statements, and “‘normative”’ statements of values. Any satisfactory history of 
economics must both try to explain, as far as possible, the intellectual, psycho- 
logical, or political background out of which economic theories have emerged as 
well as simply to recount these theories. But a satisfactory history must surely also, 
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in expounding and explaining economic ideas, constantly seek to distinguish 
between the positive analysis they contain and their political and ethical value- 
judgements. Moreover, some concentration, or at least separate emphasis, on the 
development of positive analysis, in which, in some not-entirely-question-begging 
sense “‘progress” may be said to take place (in the sense of additions to and refine- 
ments of the concepts, measurements, and observations of which economics con- 
sists), provides a useful and significant organising principle around which to 
present the history of our subject, at any rate in its more recent and more self- 
conscious period. 

Actually, in this great work, M. James, although he does not rely exclusively 
on any single organising thread or principle, makes his leading theme that of the 
steady and ubiquitous increase in state activity in economic life (which in Britain, 
of course, might be traced back well before 1900). He starts and ends with develop- 
ments in socialistic ideas, and the title of his third chapter—“‘La marche a l’idée 
de contréle économique”—is a recurrent theme throughout the work. Develop- 
ments in the different branches of economic analysis, such as imperfect competi- 
tion, distribution, welfare, aggregate fluctuations, etc. are presented primarily 
for their bearing on the increase of state intervention, and on how they were 
stimulated by, and in turn stimulated, this general trend. This emphasis more or 
less inevitably means a “‘de-emphasis” on the extent to which progress in economic 
analysis has in this period been, to some extent at least, a more autonomous 
intellectual process in which successive problems and solutions have, at any rate 
to some extent—and to some extent justifiably and beneficially—developed out 
of one another more or less independently of contemporary economic problems. 

But we must curtail rather vague methodological questioning and turn from 
insoluble problems of procedure and arrangement to the substance of M. James’ 
work, allowing in passing just one grumble about the absence of any index at 
all. The rich and excellent, but not easily surveyed and organised, content of 
M. James’ work would have been rendered more readily accessible and graspable 
both on a first reading, and in subsequent detailed study, by thorough indexes and 
cross-indexes of names and subjects. 

Volume 1 begins with “‘The Revision of Marxism”’, with particularly interesting 
sections on Laurat, de Man, and Sorel, and goes on to ‘“‘Developments Beyond 
and Criticisms of Marginal Analysis’’, with emphasis on Wicksell and Schumpeter 
on the one hand, and on Veblen, Simiand and Spann (whom M. James takes 
remarkably seriously) on the other. Then comes the chapter on “‘La Marche a 
Pidée de contréle économique’’, under which are discussed the main developments 
in price and distribution analysis, and the theories of oligopoly and imperfect and 
monopolistic competition. Here a large and important place is accorded to the 
work of J.M.Clark, and, equally rightly, the originality of his ‘Economics of 
Overhead Costs” is emphasised. Next, theories of business cycles and of money 
are reviewed: here, perhaps, Cassel’s contribution would have been worth more 
of a mention, while, to state a personal preference, a place should have been found 
for the supremely original Johannsen, the founder of the term and concept of 
the Multiplier. After a very useful account of theories of international trade con- 
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tributed by Jean Weiller, the volume concludes with a chapter summarising some 
of the main tendencies reviewed in this volume under the heading “‘Dirigisme et 
réaction libérale”. Here M. James speaks of “‘the progressive abandonment, be- 
tween 1900 and 1936, of the optimism of Smith, Say, and still more of Bastiat, with 
regard to the workings of the free price mechanism”. Brief accounts are added of 
the main recent varieties of economistic neo-liberalism. 

Volume 1 starts from Keynes’s General Theory. The main Keynesian ideas are 
very well portrayed (except for one or two very minor factual slips such as that 
Keynes visited India when writing his first book on Indian Currency, and that 
he was governor of the Bank of England). In the following chapter on “‘Les nou- 
veaux aspects de la science économique”, developments and methods, some 
furthered by and some contemporary with the General Theory, are reviewed, such 
as the progress of the quantitative method, macro-economics, the model-building 
method, social accounting, and input-output analysis. 

M.James groups the most recent developments under the two headings of 
‘“Short-Period Analysis” and “The Study of Long-Period Phenomena”, including, 
under the former, theories of price, games, distribution, money, inflation and 
fluctuations, and under the latter the theory of growth, communist economic 
thought, the future of capitalism, and theories of welfare economics, concluding 
“il est difficile, en fin de compte, de ne pas avoir, en présence des théories du bien- 
étre, une impression d’échec”’. 

Summarising the achievement of economists of this century as one especially 
of a gain in realism, as compared with their classical and neo-classical predecessors, 
M. James concludes his very valuable study by indicating five directions in which 
further research would be specially desirable: various problems in “dynamics” 
and economic growth, the motivation of economic actions, the theory of the firm, 
economic systems and institutions, and a re-thinking of the norms or goals of 
economic policies and activities. 


London School of Economics T. W. Hutcuison 


NicHotas Katpor. An Expenditure Tax. London 1955.Allen & Unwin. 
250 p. 18s. 


In this book the author presents a new idea for an expenditure tax, or the 
progressive taxation of individuals assessed on their annual expenditure. 

The book is divided into two parts. Part 1 is concerned with the issue in prin- 
ciple. It examines and compares the expenditure tax, from the point of view of 
equity and of economy, with income tax, which has been regarded by writers 
on public finance as the ideal form of taxation. According to the author, the 
equitable basis of tax is the spending power, the ability or power of an individual 
to satisfy his own personal needs. This ability is measured not only by regularly 
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recurrent income, but also by casual receipts like bequests, gifts or capital gains, 
whose recurrence may be wholly unpredictable, and by accumulated wealth at 
a point of time. Each of these elements makes a distinct and separate contribution 
to a person’s spending power, but of a rather different sort, so that it is not possible 
to reduce them to a common denominator, except on some highly arbitrary basis. 
No definition of “‘income’’ provides a true yardstick of taxable capacity. Conse- 
quently there is no presumption that any conceivable income tax system, even 
when supplemented by an annual tax assessed on property, would be capable of 
apportioning the tax burden more equitably than a system based on personal 
expenditure. In the case of the expenditure tax, which Kaldor advocates, actual 
spending being taken as the criterion, all the problems created by the non- 
comparability of various sources of taxable ability resolve themselves; they are 
all brought into equivalence in the measure in which they support the actual 
standard of living, as each individual decides on the scale of his personal living 
expenses, in the light of all his present circumstances and future prospects, taking 
into account all the income and property of which he can dispose. This tax, the 
author continues, does not discriminate against either saving or risk bearing; it 
alleviates the disincentive effects on work; and it provides, considered in relation 
to Keynesian economics, an efficient instrument for controlling the economy in 
the interests of economic stability and progress. There is also a chapter on the 
influence of company taxation, which is an inevitable adjunct of the present system 
of income tax, concluding with the view that existing taxes on corporate profits 
encourage monopolistic tendencies and are likely to be shifted to the consumer in 
the form of higher prices and profit margins. 

Part 11 is devoted to the practical and administrative aspects of an expenditure 
tax system. The author describes in full detail the practical workings of this system. 
He holds that this new tax would undoubtedly be a more complicated one to 
administer than the present type of income tax; it would make greater demands 
on the taxpayer in the preparation of the return, as well as on the Revenue 
officials in checking it. Subject to these limitations he believes there is nothing in 
the basic conception which would present insuperable problems from an ad- 
ministrative standpoint. He maintains, however, that it would be impossible to 
think of replacing the present system with this new tax at one stroke, so to speak; 
the only practical line of advance would be to make a cautious beginning by 
introducing an expenditure tax side by side with the existing income tax, so 
framed as to apply to a limited number of taxpayers only in the top brackets. If 
the experiment proved successful after a number of years of operation, he assumes, 
it would be possible to gradually extend the scope of the new tax and to reduce 
the domain of the old. In the last chapter, concrete proposals for tax reform in 
Britain are contained, where a restricted initial application of the principle is 
advocated by replacing the present surtax by a tax on expenditure. 

Such is a brief outline of this book. The idea discussed in this work is by no 
means a new one, as the author states in the Introduction. The theory was suc- 
cinctly advanced three hundred years ago by Hobbes. It has been developed by 
J.S. Mill, and by a row of distinguished economists like Marshall, Pigou, I. Fisher 
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and L. Einaudi. P. Mombert among others may be mentioned, who proposed in 
1916 a similar tax under the name of “‘Verbrauchseinkommensteuer’’. Kaldor’s 
study, however, is probably the most comprehensive and suggestive work that 
has ever been written on this subject. It is worth noticing that this new type of tax 
may also be justified from another viewpoint, e.g. by the minimum social sacrifice 
theory of taxation. 


Hitotsubashi University, Tokyo (Japan) Hanya Ito 


PauL KELLER. Dogmengeschichte des wohlstandspolitischen Interventionis- 
mis. Winterthur 1955. Verlag P.G. Keller. x, 367 S. 


Diese als Dissertation an der Rechts- und Staatswissenschaftlichen Fakultat 
der Universitat Ziirich entstandene umfangreiche Schrift darf auf breites lehr- 
geschichtliches Interesse zahlen. Was zur Entwicklung des Interventionismus und 
der Welfare Economics bisher veréffentlicht wurde, blieb auf die meist nur wenig 
ergiebige Erérterung von Teilansichten und Spezialfragen beschrankt oder liess 
die wirtschaftstheoretisch wie -politisch gleich bedeutsame Ausforschung des 
Uberschneidungsgebietes von Interventions- und Wohlstandslehren im embarras 
de richesse dogmenhistorischer Gesamtdarstellungen untergehen. 

Keller macht nun als erster den Versuch, den Interventionismus mit der Frage- 
stellung der Welfare Economics seit Pigou, namlich mit dem Problem der Ver- 
grésserung des Volkswohlstandes durch die Staatsintervention, bis in die Mitte 
des 18. Jahrhunderts zuriickzuverfolgen (Vorwort S.v). Unnétig zu sagen, dass 
ein solcher Riickblick profundes Quellenstudium und ein hohes Mass an theore- 
tischer Standfestigkeit verlangt und zudem nur dann systematisch ins Lot gebracht 
werden kann, wenn der Autor sich streng an die objektiven Grenzen seines Vor- 
habens halt und — wie er es ausdriickt — «das ganze ideologische Drum und Dran 
weglasst». Um Ursprung und Wandel der wohlstandspolitischen Rechtfertigung 
von Staatseingriffen nachzuzeichnen, lasst Keller die lange Reihe interventio- 
nistischer Autoren Revue passieren und wertet ihre Leistungen nicht nach der 
Schwungkraft des Bekenntnisses zur Staatsintervention, sondern nach der Qualitat 
ihrer Begriindung. 

Die Einleitung steckt den methodischen und sachlichen Rahmen der Unter- 
suchung ab und macht mit den Masstaben bekannt, die als dogmenanalytisches 
Instrumentarium dienen. Besonderes Gewicht wird dabei auf die Rolle der 
teleologischen Betrachtungsweise und auf die Giite der Interventionsformel sowie 
ihr Verhaltnis zur Vielzahl und Mannigfaltigkeit der einzelnen Interventions- 
forderungen gelegt: eine widerspruchsfreie Interventionsformel mit nur wenigen 
Anwendungen gilt mehr als «viele Anwendungen, die nicht recht zur Inter- 
ventionsformel passen» (S.4). Auch der Begriff des Volkswohlstandes wird 
schliissig abgewogen und in Ubereinstimmung mit dem Utilitarismus als Summe 
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der Bediirfnisbefriedigungen oder Nutzen aller Mitglieder einer Gesellschaft ver- 
standen. 

Einzelheiten aus der wohlbedachten und weithin mit treffsicheren Urteilen 
aufwartenden Exposition kénnen in einer knappen Besprechung leider nicht mit- 
geteilt werden. Keller zeigt die Ansatze zu Interventionslehren bei den Spat- 
merkantilisten und den Physiokraten und weist die ersten Interventionsformeln 
bei den friihen Klassikern nach. Auf diese Epoche der «Vorlaufer » folgt jene 
der « Begriinder» mit Bentham, Gioia, Sismondi, Rau und Mohl, und die weitere 
Entwicklung scheidet zwischen England (McCulloch, Senior, J.St. Mill, Sid- 
gwick, Edgeworth) und dem Kontinent (Cournot, Walras, Knies, C. Dietzel, 
Schaffle, A.Wagner, Einaudi, Tangorra). Der letzte Abschnitt ist den Welfare 
Economics, ihrer Begriindung durch Pigou und ihrer Weiterentwicklung ge- 
widmet. 

Alles in allem hat der Autor griindliche Arbeit geleistet und —- zumindest was 
sein eigenes Thema betrifft — eindrucksvoll bewiesen, dass durch die Aussperrung 
entbehrlichen ideologischen Beiwerks Gehalt und Tragweite nationalékonomi- 
scher Doktrinen dem theoretischen Interesse viel fruchtbarer erschlossen werden 
kénnen als durch stoff- und problemiiberladene Synchronisierung von Tat- 
sachen, Meinungen und Motiven. Dem Historiker freilich wird eine solche Prapa- 
rierkunst widerstreben, aber seine Betrachtungsweise ist in vielfacher Hinsicht 
eine ganz andere als die des Lehrgeschichte treibenden Theoretikers und damit 
auch Kellers, der sich abschliessend von den Welfare Economics eine Versach- 
lichung von Theorie und Praxis in unserem Fach verspricht und sie als dazu 
pradestiniert bezeichnet, «durch die Vereinheitlichung der wirtschaftspolitischen 
Anwendungen der Wirtschaftswissenschaft zur allgemeinen Wirtschaftspolitik 
par excellence zu werden» (S.361). Bemerkenswert erscheint mir beilaufig die 
stilistische Manier des Verfassers, den Gang der Handlung da und dort durch 
allerlei Einfalle, episodische Arabesken und rustikale Ausdriicke fiiglich in Szene 
zusetzen: Seite 128 gilt McCulloch als der «sturste » Epigone der grossen Klassiker. 
Bentham genoss eine ebenso « verriickte Erziehung» wie spater John Stuart Mill 
(S.61), und «seine Eingeweide vermachte er der Wissenschaft, das Ubrige liess 
er ausstopfen und in seinen Arbeitskleidern in der Universitat London ausstellen, 
wo er vor einigen Jahren persénlich an seiner zweihundertsten Geburtstagsfeier 
teilnehmen konnte». S. 125 wird mit dem Gedanken gespielt, «die kontinentalen 
Interventionisten zu einer Spiritistensitzung mit den Klassikern einzuladen... 
Wahrscheinlich wirden sie sich weitgehend einigen». 


Universitat Mainz ( Deutschland) ANTONIO MONTANER 
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Har vEY LEIBENSTEIN. A Theory of Economic-Demographic Development. 
Princeton, N.J., 1954. Princeton University Press. x1, 204 p. $4.00. 


How can the Malthusian equilibrium firmly established in an overpopulated 
and underdeveloped area be broken and replaced by a lasting economic develop- 
ment? This is the problem, of an eminently practical nature, which Professor 
Leibenstein of Berkeley University (California) sets out to solve. The subjects is, 
however, dealt with from a purely theoretical angle, on the basis of increasingly 
complicated mathematical models, which, nevertheless, are always greatly 
simplified as compared with the complex reality. 

This is not, I think, the field in which this practice of using mathematical 
models, which has become so much the fashion of late, can be at its most fruitful, 
since, when reality is so complex, it is difficult for it to be represented, for practical 
purposes, by sufficiently simple models, while, if the models, in order to represent 
reality, have to be too complicated, then they lose the usefulness inherent in 
their simplicity. 

The usefulness of a model can, on the other hand, be judged solely by comparing 
it with the facts as they are in reality. Yet, the author concludes the treatise by 
affirming that any attempt to verify the findings at which he has arrived would at 
present be both premature and otiose. The reason adduced is that the phenomena 
which would have to be examined in order to verify them are not measurable — 
either because the necessary statistics have not yet been collected or are at pre- 
sent not collectable, or because the required techniques of measurement have 
not yet been developed. 

Nevertheless, it cannot be said, as I see it, that verification is entirely ruled out. 
It may happen that a conclusion to which a model would seem to point may appear 
to be a contradiction of common experience, even if qualitative or roughly 
quantitative, or else that, on the basis of this experience, or even upon rational 
consideration, it may appear obvious. For instance, in the Foreword, Dr F. W. No- 
testein, Director of the Princeton Office of Population Research, under whose 
auspices Leibenstein’s work was published, singles out, as one of the most 
interesting propositions on the substantive side, the one to the effect that the 
effort to break the equilibrium of the underdeveloped countries must be of a 
certain minimum magnitude in order to result in a lasting improvement in the 
standard of living, and that, otherwise, whatever gains are made, will, at best, be 
but temporary ; this automatically gives rise to the comment that this is an obvious 
conclusion which certainly did not need elaborate mathematical formulae in 
order to gain acceptance. 

Apart from the possibility that there may be conclusions manifestly in accor- 
dance, or manifestly in disagreement, with common experience, it is certain that 
the majority of the findings from a model need quantitative verification, which 
presupposes adequate data and technical knowledge, and that only when such 
verification becomes feasible will it be possible to appraise the scientific and prac- 
tical value of the model adduced. 
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This does not mean that serious works such as Leibenstein’s — and Leibenstein’s 
work appears to be very serious — are of no use, but it must be said that they 
constitute only a first phase in a scientific research which remains in suspense — 
and on which judgment must therefore also remain in suspense, apart from the 
possibility that some of the findings arrived at may be used for more modest 
purposes than those for which they were intended. 

One criticism of the Author must certainly be made - namely, that he has 
taken as his basis exclusively English-language sources. In the long bibliography, 
filling six pages, with which the work closes, only three non-English-speaking 
authors are cited, and these are French authors. In the case of two of them speiling 
mistakes occur in the titles of the works mentioned, and none of the three is reterred 
to in the course of the book. This suggests that the Author did not draw upon them 
and, furthermore, it must be recognized that he calls the list of the works cited 
** Bibliography” and not “‘Sources”’, so that these may be considered to constitute, 
not the works upon which he drew, but all the works dealing with the subject of 
whose existence he is aware, whether he has read them or not. 

It is not therefore to be wondered at if his points of view appear to be one- 
sided; this probably would not have been the case if he had had knowledge of the 
writers of other countries. Indeed, ‘a fundamental defect of his appears to be that 
he pays attention essentially to objective factors such as the organization, emigration 
and income, neglecting the subjective factors and, above all, work psychology. 
It is, in effect, on the propensity to push its own productive activity to one rather 
than to the other limit that the economic development of a country essentially 
depends. I should like to refer the Author to my Patologia economica (5th edition, 
Utet, Turin 1952) or, if he prefers something written in Spanish, to the booklet 
Economia laboral (Editorial Labor, Barcelona 1954) or, if he has to confine himself 
to English, German or French, to the inaugural address of the International 
Congress of Sociology in Rome in 1950, entitled ‘Economics and Sociology”’, 
which is to be found translated into all these languages. 

Anyone who bears in mind, on the one hand, the fundamental importance 
of the influence that work psychology exercises directly on production and, in- 
directly, on economic development and social organization, and, on the other 
hand, the difficulty and, in every way, the long time it takes to change human 
mentality, becomes aware of the difficulty of breaking the equilibrium and pro- 
voking the development of the economically depressed areas, the populations of 
which shun intensive work; and he can see the scanty, if not directly bankrupt, 
results which the well-intentioned but badly conducted efforts of the Americans 
have achieved in the generous attemps to make the countries of the East and 
primitive populations progress rapidly from the economic point of view. 


Universita di Roma (Italia) Corrapo Gini 


(Translated from Italian by Miss Joan U. Killip, West Bridgford, Nottingham, United Kingdom) 
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FriepricH A. Lutz. Das Problem der Wirtschafsprognosen. (Recht und 
Staat, Nr.185.) Tiibingen 1955. Mohr (Siebeck). 20 S. DM 1.90. 


In this short essay Professor Lutz sums up, in a few points, his attitude towards 
economic forecasting. First of all, he asserts that most economic forecasts turn 
out to be wrong, and that the small number of correct forecasts can be attributed 
to chance. He then states that, notwithstanding these disappointing results, it is 
the duty of the economist to provide forecasts, but that they must necessarily be 
of a conditional character. He vehemently attacks the school of thought which 
holds that historical developments follow a predetermined course, independent 
of individual action. Great stress is laid on the fact that it is precisely the possibility 
of such individual reactions which invalidates most forecasts, since the mere fact 
that the forecast is made will cause reactions which alter the course of events. 
In conclusion, Professor Lutz opines that the inevitable uncertainty of the future, 
which follows from this argument, is a good thing—morally, one supposes. 

The points are well made, and it is difficult to quarrel with the substance of 
most of the arguments; but it is a pity that the emphasis falls so heavily on the 
negative aspects of economic forecasting. Every application of economic theory 
involves forecasts of a kind, and it would be regrettable if the layman, to whom 
Professor Lutz is mainly adressing himself, were persuaded that economists are 
an even more inept and useless lot than they already seem. I think that the ba- 
lance-sheet of post-war forecasts is more favorable than Professor Lutz suggests; 
this is certainly the impression given by Theil’s paper ‘“‘Who forecasts best?’’, 
now published in the International Economic Papers, no. 5. Moreover, the conditional 
character of forecasts is not a specific limitation peculiar to economics; it holds 
good for other sciences as well. Finally, the reaction of the public seems to be rather 
exaggerated; although examples from the stock market provide interesting para- 
doxes, they are hardly representative. Professor Lutz introduces us to Cabinet 
Ministers who act upon the forecast of a business depression by taking measures 
to avoid it, and afterwards conclude that the forecast was wrong. I am afraid it 
would be more realistic to suppose that they would not react at all to such a 
warning, and that they would have forgotten all about it by the time it turned out 
to be correct. 


Karwijk aan Zee (Holland) J. S. CRAMER 
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WILLIAM PETERSEN. Planned Migration—The Social Determinants of 
the Dutch-Canadian Movement. (University of California Publications 
in Sociology and Social Institutions, Vol. u.) Berkeley and Los 
Angeles 1955. University of California Press. x, 273 p. $ 3.50. 


This is not one book, but three books in one, all well-written, scholarly and 
thought-provoking. 

In Part One, after describing the demographic background of the Netherlands, 
the author draws attention to the circumstances which are likely to have induced 
a growing number of Dutchmen to leave their country since 1946. One of these 
is the deterioration of the standard of living of the Dutch middle class, following 
the loss of the Netherlands’ East Indies which supplied, formerly, about one- 
sixth of the country’s national income. Another is the taste for better living among 
the lower income classes, resulting from family allowances and other welfare 
policies. Poor peasants and farmhands now want urban amenities which are 
difficult to supply immediately. Hence the drive to seek better opportunities 
abroad, especially in Canada. Emigration has come to be regarded as a necessity, 
and the authorities have set up special services to disseminate information on 
countries of immigration, to conduct vocational training courses for intending 
emigrants, and to subsidize their travel and settlement overseas. 

Meanwhile, in Canada, the need for a larger population is widely recognized, 
although the manner in which this objective should be sought is far from agreed. 

Professor Petersen devotes Part Two of his study to the demographic deve- 
lopment of Canada and the ideological background of this country’s immigration 
policy. The stubborn and irrational opposition to immigration maintained by 
labour unions and the French-speaking population is discussed in detail. Mention 
is made in this connection of the repeated, although rather futile, efforts to attract 
immigrants from Britain. As an example of the preconceived notions underlying 
most attempts of this kind, the author refers to the opinion, voiced in its time by 
Professor Stephen Leacock, that Canada could support 250,000,000 people, 
provided they were of “‘superior’’ British stock. An obsolete idea, whose influence 
on immigration policy is still felt, is that most immigrants should be farmers, 
even though the proportion of people engaged in farming shrinks every year. 
It seems, thus, that while the main determinant of the outward movement in the 
Netherlands is people’s reaction to unsatisfactory economic conditions, the main 
determinant of Canadian immigration policy is essentially a mixture of popular 
prejudices. 

In Part Three, the author shows how the migration of Dutch nationals, 
*‘planned”’ by Canada and “‘sponsored”’ by the Netherlands, has led to results 
which for having been favourable were certainly not foreseen. For instance, one 
of the reasons why Dutch immigrants are looked upon with favour is that they 
are mostly farmers. But whereas a native Canadian would go for wheat or mixed 
farming in the countryside, the Dutch immigrant more often than not settles in the 
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neighbourhood of a big city and engages in market gardening. This type of agri- 
culture is clearly an appendage to industry. Any success Dutch farmers may have 
achieved is due, thus, largely to the current industrial expansion. It is industry 
rather than agriculture that needs skills and talent from the old world, yet this 
does not seem to have been fully realized in Canada. 

Because the Dutch are considered as “ Nordic”’, they are preferred to immi- 
grants of Latin or Slav extraction. However, for historical reasons, almost half 
of the Dutch come from the Calvinist part of the Netherlands. In Canada, they 
tend to settle in compact colonies and acculturate themselves slowly, while other 
immigrants accept employment in industry, wherever they find it, and are in a 
hurry to identify themselves with the native population. 

The Dutch-Canadian movement, thus, shows how the desire of the makers of 
immigration policy at Ottawa to attract assimilable persons has been frustrated, 
because it is mixed up with racist feelings and implemented in terms of invalid 
anthropological theories. As the quota system in the United States, planned 
migration to Canada “has ordinarily meant the institutionalization of irrational 
sentiments behind a fagade of scientific terminology” (p. 237). 

The volume abounds with well-placed references to facts and opinions, 
characteristic of the above-mentioned sentiments and pseudo-scientific theories. 

A correction seems to be in order on a minor point. One can hardly accept 
as complete the explanation of the Riel rebellion (p. 122 note 10) as a result of 
Jesuit propaganda. It is important to realize that after the extermination of the 
buffalo around the middle of the 19th century the native Indians and Metis 
could not live by hunting any longer. Neither did they have experience and 
implements with which to start farming. Instead of getting assistance from the 
Whites, the natives were herded on inhospitable reservations, and driven to 
despair by greedy, land-grabbing businessmen from the East. That the division 
between natives and invaders was also one between Catholics and Protestants 
was coincidental rather than causative. 


Regina (Canada) G. SoTiroFF 


Villes et campagnes — Civilisation urbaine et civilisation rurale en France. 
Recueil publié sous la direction et avec une introduction de Georges 
Friedmann. Paris 1953. Armand Colin. 480 p. 


Die fortschreitende Spezialisierung der Gelehrten, ihrer Institute und Publika- 
tionsorgane weckt das Bediirfnis nach gegenseitiger Fiihlungnahme in Arbeits- 
gemeinschaften und Studientagungen. Ein Beispiel hiefiir ist der vorliegende 
protokollarische Bericht iiber die im Jahre 1951 in Paris vom Centre d’études 
sociologiques veranstaltete zweite soziologische Studienwoche, der in der Biblio- 
théque générale de l’Ecole pratique des Hautes Etudes publiziert wurde. Seine 
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Bedeutsamkeit liegt in der Aktualitat des Themas und in der Prominenz der 
Kongressredner. Fiir jene Lander — und welche gehGren heute nicht dazu? -, in 
denen das VerhAltnis «Stadt und Land» ernsteste Fragen und Aufgaben stellt, 
enthalt der vorliegende Bericht auf Jahre hinaus Bemerkenswertes. Dem Aussen- 
stehenden ware es zwar willkommen gewesen, wenn auch die zahlreich gefallenen 
Vorschlage in einer Zusammenfassung iibersichtlich dargeboten worden waren. 
Offenbar war es gerade nicht vom Bearbeiter beabsichtigt, dem allzu zugriffigen 
« Konsumenten » diese Eselsbriicke zu bieten. Wiederholt wurde namlich im Ver- 
laufe der Studientagung davor gewarnt, aus dem Zusammenhang gerissene « Re- 
zepte» schematisch anzuwenden. Es darf angenommen werden, dass es wohl nicht 
zuletzt im Sinne der Veranstalter der Studienwoche lag, vor allem auf die immer 
verschiedenen Zusammenhange der geschichtlichen, geographischen, rechtlichen, 
verkehrstechnischen, wirtschaftlichen und soziologischen Gegebenheiten eines 
alten Kulturlandes hinzuweisen, auf die beispielsweise jede Orts-, Regional- und 
Landesplanung Riicksicht zu nehmen hat, wenn nicht durch Massnahmen grosser 
Schaden angerichtet werden soll. 

Das Gewicht dieser Gegebenheiten erméglichte es offenbar dem Organisator 
der Studienwoche, dem iiber Frankreich hinaus bekannten Arbeitspsychologen 
und Industriesoziologen Georges Friedmann, Professor am Conservatoire National 
des Arts et Métiers, hervorragende franzésische Fachgelehrte fiir die Studien- 
woche als Haupt- und Diskussionsredner zu gewinnen, vorab Historiker, Geo- 
graphen, Rechtsgelehrte und Soziologen. Mit der Studienwoche war beabsichtigt, 
das weitlaufige und vielschichtige Thema «Stadt und Land» zu umschreiben 
und abzugrenzen, man wollte den verschiedenen Wissenschaften, die sich mit 
dem Menschen befassen, Gelegenheit bieten, ihre Gesichtspunkte einander gegen- 
iberzustellen und so einer freien, unentbehrlichen Zusammenarbeit der Diszi- 
plinen dienen. 

Wer immer sich mit Agrarsoziologie und mit der Soziologie der Stadt be- 
schaftigt, weiss, dass es ausgeschlossen ist, die landlichen Siedelungen einerseits 
und die Stadte andrerseits rein fiir sich zu behandeln. Je mehr die Verstadterung 
fortschreitet, treten die gegenseitigen Wechselwirkungen in den Mittelpunkt, und 
es zeigt sich, dass im Grunde kein doppeltes Problem vorliegt, sondern es nur 
zwei Seiten desselben Verhaltnisses gibt. Diesé Grundidee war fiir die Studien- 
tagung wegleitend. Das Neue an der heutigen Lage ist nicht die Spannung zwi- 
schen Stadt und Land, denn diese war schon immer vorhanden, seit sich Stadte 
gebildet haben. Es war an den Historikern (Referent: E. Labrousse), zu zeigen, 
wo die Spannung entstand (etwa im Phanomen des Marktes), wie friithere Ge- 
schlechter damit fertig wurden, wie ein Gleichgewichtsverhaltnis zustande kom- 
men konnte, wo das gegenwartig Unterscheidende gegeniiber dem Friihern an- 
setzte und worin eigentlich dieses Unterscheidende besteht. Sache der Geographen 
(A. Allix) war es, die Problematik auf die Ebene der Gegenwart zu heben, indem 
sie die Rolle des Transportwesens, der kurzfristigen Wanderungen, des Wohn- 
wesens, der technischen Fortschritte in der Landwirtschaft, der Bedrohtheit des 
Lebens auf dem Lande fiir die Entwicklung der Stadte und als Anlass fiir die 
Beriihrung und Durchdringung der landlichen und stadtischen Kulturbereiche 
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darlegten und mit zahlreichen Beispielen belegten. Dabei zeigt sich einmal mehr, 
dass Paris nicht Frankreich ist und dass vom Siiden bis zum Norden des Landes 
eine erstaunliche Vielgestaltigkeit erhalten geblieben ist, die eine systematische 
Planung ausserordentlich erschwert. Diese Feststellung wurde noch durch die 
Wirtschaftswissenschaften (A.Sauvy) vertieft, namentlich mit dem Hinweis auf 
die unterschiedliche Bevélkerungsdichte. Das gewonnene Bild wurde alsdann 
durch den Soziologen Georges Gurvitch und die anschliessende Aussprache 
iiber die landliche und stadtische Klassenschichtung abgerundet. 

Gegenstand einer zweiten Reihe von Sitzungen war das Problem des gegen- 
seitigen Kontaktes von Stadt und Land, das sich in der durch das Schicksal 
der Landwirtschaft bedingten Ursache der grosstadtischen Verproletarisierung 
(L. Chevalier), offenbart in der Ausdehnung der Bannmeile, in den taglichen 
Pendelwanderungen von der Wohnstatte zum Arbeitsplatz (A.Cholley), in der 
Freizeitgestaltung (M.Sorre) und im Zusammenstoss der Uberlieferung mit der 
stadtischen Lebensform (A. Varagnac). Im dritten Zyklus wurden die sozialen 
Strukturen und Verhaltensweisen der landlichen und stadtischen Milieus mitein- 
ander verglichen, wobei G. Le Bras und Henry Lefebvre ihr iiberreiches Material 
zur religiésen Praxis und Familienstruktur, Daniel Faucher und Friedmann ihre 
Beobachtungen iiber den Wandel der Lebensformen und deren sozialpsychologi- 
sche Voraussetzungen zur Diskussion stellten. Abschliessend befasste sich Marcel 
Cohen mit der Sprache des Landbewohners und des Stadters. - Das Wesentliche 
der zwolf Sitzungen hat Friedmann auf neun Seiten der Einleitung zusammen- 
gefasst. 

Einige Zweifel an der Richtigkeit der von Friedmann als Fazit der Studien- 
woche geausserten Ansicht, sofern sie Allgemeingiiltigkeit beanspruchen sollte, 
scheinen mir indessen angebracht. Angesichts des Unterschieds zwischen der 
«natirlichen Umwelt» und der « Maschinenwelt» gelangt namlich Friedmann 
zur Auffassung, es sei illusorisch, vom Industriearbeiter zu fordern, gleichzeitig 
eine bauerliche Tatigkeit auszuiiben, oder vom Bauern, der auf seiner Scholle 
geblieben ist, einen Teil seiner Beschaftigungen zu verlassen, um in der Fabrik 
zu arbeiten und damit den Rhythmus und die Arbeitsintensitat in der Industrie 
anzunehmen. Nur die Schaffung eines neuen und originellen sozialen Milieus, das 
iiber den Gegensatzen von Stadt und Land ersteht, erlaube es, eine praktische 
Lésung zu bringen und die grundlegende Voraussetzung fiir einen industriellen 
Humanismus zu bilden. Es ist doch so, dass haufig auf dem Lande und im Vor- 
gelande von Stadten die «Arbeitsteilung» ohne tiefgehende Stérung des Zu- 
sammenlebens mitten durch die Familie geht, indem gewisse Familienglieder 
eines Haushaltes in der Fabrik oder im Biro arbeiten, wahrend andere sich der 
Landwirtschaft widmen. 

Ein dreizehnseitiges Stichwortverzeichnis und eine eingehende analytische 
Ubersicht der Studienwoche erleichtern die Auswertung des Tagungsberichtes. 
Leider fehlt eine Zusammenstellung der rund hundert Literaturangaben. 


Bern (Schweiz) JosePH LEUGGER 
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WIiLuiaM L. WESTERMANN. The Slave Systems of Greek and Roman Anti- 
quity. (Memoirs of the American Philosophical Society, vol. 40.) 
Philadelphia 1955. The American Philosophical Society. xu, 180 p. 
$ 3.00. 


All experts will agree that one of the most important problems of social and 
economic history in the ancient world is that of slavery among the Greeks and 
Romans. Twenty-five years or so ago the late Professor M. Rostovtzeff of 
world-wide fame came to the conviction that there was a Professor at Columbia 
University in New York who knew more about the problems of ancient slavery 
than any other contemporary, although he was unable for the time being to 
bring out his comprising research survey in the United States because even the 
University Presses of this country thought of profitable sales first. 

Professor Rostovtzeff and his late learned friend, Professor Wilhelm Kroll, 
saw to it that W. L. Westermann was asked to write the long and still famous 
article “Sklaverei” for the Realenzyklopddie der klassischen Altertumswissenschaft, 
edited by Professor Kroll at this time. This redoubtable article, a book in size, 
appeared in the Supplementary Volume v1 of the Realenzyklopddie during 1935. 
It is still worth reading, although it is antiquated now in some fields, especially 
owing to new finds, but also because of continued research. A distinguished 
Anglo-Saxon scholarly effort had been saved here for the world by being trans- 
lated into German, a somewhat anomalous procedure. 

When Professor Westermann retired in 1950 as one of the most experienced 
and influential Ancient Historian of the U.S.A. he was enabled by his colleagues 
and by that American Philosophical Society which had been founded by Ben- 
jamin Franklin originally in pre-capitalistic days to bring out the present book 
the manuscript of which was sent to the printers by the author a short time before 
his lamented death in October 1954. The proofs had to be read by one of 
Westermann’s numerous scholarly pupils. The new book gives the full content 
of the German article “‘Sklaverei” in English, but in a thoroughly revised and 
supplemented second edition. The first four chapters on Slavery in Greece from 
Homer to Alexander the Great are still comparatively unchanged. But even 
here new materials like the Aramaic papyri from Elephantine in Persian Egypt 
are discussed in detail which have been published recently by the governing 
body of the Brooklyn Museum in New York. 

Chapters v—vitt about Slavery in the Eastern Mediterranean area during the 
centuries from Alexander to Augustus were practically rewritten. Here research 
by the author himself in numerous brillant articles and by the many papyro- 
logists and epigraphists of his time has changed the picture completely since 
1935. The pattern of slavery in the Hellenistic city territories and in the Helle- 
nistic planning monarchies stands clearly before our eyes only now. Chapters 
1x-xu about Slavery in the Western Mediterranean from the early Iron Age 
centuries to Augustus were not as much rewritten as the preceding group of 
chapters, but the heated discussion about the social and economic pattern of 
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the slave estates of the Roman Republic after the end of the Second Punic War 
has led to many well reasoned alterations. 

In chapters xtI—x1tx the contemporary research discussion and even more the 
recently discovered source evidence on stone and papyrus have caused thorough 
changes again. The final chapters xx-xxiv are completely new and not found 
in the article “Sklaverei”. They deal with the problems of slavery during the 
Late Roman centuries and especially with a crucial subject of world historic 
importance, the Christian attitude to slavery during the same period. A biblio- 
graphy follows from which can be seen that some recent publications of im- 
portance could no more be used by the author. I mention V. Ehrenberg, The 
People of Aristophanes (1951); M. I. Finley, Studies in Land and Credit in Ancient 
Athens (1951); Oxford Classical Dictionary, art. ‘“‘metics’’, “‘slaves’’, “‘slavery”’, 
“slavery (law of)”; A. Riistow, Ortsbestimmung der Gegenwart, Vol. 1 (1950); 
A. Berger, Encyclopedic Dictionary of Roman Law (Transact. Amer. Philos. Soc. 43, 2 
[1953]); G. Micknat, Studien zur Kriegsgefangenschaft und zur Sklaverei in der griechischen 
Geschichte (Teil 1, Abh. der Akad. der Wiss. und Lit., Mainz, 1954); and J. Vogt, 
Sklaverei und Humanitat im klassischen Griechentum, ibid. (1953). The concluding 
Index is another desideratum which was woefully missed in the article “‘Skla- 
verei’”’ twenty years ago. 

It is a true statement when I say that only now scholars who are neither 
Ancient Historians nor Classical Philologists are enabled to inform themselves 
from a brillant and practically up-to-date survey about problems which are 
pertinent to their own field of research as far as slavery is concerned. Numerous 
well considered and cautious remarks of Professor Westermann throw new light on 
the problems of slavery from a general sociological point of view. Slavery in the 
early Middle Ages in East and West, slavery in the Ancient Oriental monarchies, 
and even slavery in the U.S. before the War of Secession is alluded to quite 
often. The mature mind of a well informed historian speaks here to us who has 
devoted most of his scholary life to solving the intricacies of one phenomenon 
of world historic dimensions. That this book is still going to be used with benefit 
in fifty years or so is certain already now. 


University of Toronto (Canada) F. M. HEICHELHEIM 
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